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SECURITIES ACT OF 1933 





SECURITIES ACT OF 1933 
Release No. 5973/September 7, 1978 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 15135/September 7, 1978 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20699/September 7, 1978 


INVESTMENT COMPANY ACT OF 1940 
Release No. 10389/September 7, 1978 


ACCOUNTING SERIES 
Release No. 254/September 7, 1978 


Requirements for Form and Content of Financial 
Statements of Bank Holding Companies and Banks 


AGENCY: Securities and Exchange Commission. 


ACTION: Final rules. 


SUMMARY: The Commission is adopting new rules 
concerning the form and content of financial 
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statements for bank holding companies and banks in 
view of the increased complexity of these companies. 
These rules are designated as Article 9 of Regulation 
S-X. It is expected that the rules being adopted will 
provide more informative financial statements for 
investors and potential investors in securities of these 
companies. 


EFFECTIVE DATE: Effective for financial statements 
covering periods commencing after December 24, 
1978. 


FOR FURTHER INFORMATION CONTACT: Lawrence 
J. Bloch, Office of the Chief Accountant, Securities 
and Exchange Commission, Washington, D.C. 20549 
(202-472-3782). 


SUPPLEMENTARY INFORMATION: In a release 
issued on December 8, 1977,! the Commission 
requested comment on a revision of its proposed 
Article 9 of Regulation S-X concerning the form and 
content of financial statements of bank holding 
companies and banks. In proposing the replacement 
of the existing Article 9, the Commission intended to 
eliminate its reliance on the provisions of Regulation F 
of the Board of Governors of the Federal Reserve 
System. The principal purpose of this proposal was to 
establish requirements in Regulation S-X for 
statements of bank holding companies and banks in 
view of the increased complexity of their operations. 
An earlier proposal had been issued on April 21, 1977.2 


Comments on this proposal have been received from 
102 persons, including 83 from bank holding 
companies and banks. Letters have also been received 
from banking associations, bank regulatory agencies, 
a financial analyst organization and accounting 
organizations and accounting firms. The comments in 
these letters have been considered and changes have 
been made in the drafts. The Commission believes that 
at this time it is appropriate to adopt the revised Article 
9. 


COMMENTS AND CHANGES 


Income statement format. 


A relatively small number of comments were concerned 
with the net interest income format of the income 





1 Release Nos. 33-5886, 34-14238, 35-20307, IC-10052 
[42 FR 63578; December 16, 1977]. 


2Release Nos. 33-5823, 34-13459, 33-19995; IC-9730 [42 
FR 21809; April 29, 1977]. 
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statement included in the proposal. These commenta- 
tors felt that using this statement format without 
making an equivalency adjustment for tax exempt 
interest made the statement confusing when compared 
to statistical data found elsewhere in reports. In 
particular, they referred to the statistical disclosure 
requirements for bank holding companies under 
Guides 61 and 3 which permit the use of such 
adjustments. Some of those criticizing the proposed 
income statement format suggested that Article 9 
adopt the single step income statement format found 
in the regulatory agency reports, while others favored 
the addition of tax equivalent amounts to securities 
interest income. In reports for 1976 and 1977, a 
substantial number of bank holding companies used 
the net interest income format of income statements, 
and we believe that this format presents valuable 
information for analysis by investors even when it is 
not on a tax equivalent basis. The tax equivalency 
adjustment is not in accordance with generally 
accepted accounting principles but reflects theoretical 
income never actually realized by a company. Although 
such an adjustment may be appropriate for statistical 
analytical purposes, it is not appropriate for inclusion 
in financial statements. Consequently, we have not 
deemed it appropriate to change the format of the 
income statement. 


Receivables from officers, directors and others. 


Many letters of comment were concerned with the 
broad scope of the proposed requirements for 
reporting of loans to persons in such relationships to 
the registrant and its affiliates as officers, directors, 
employees and principal stockholders. As proposed, 
this reporting would have extended also to certain 
associates of such persons. These letters argued that 
the information requested was not material and might 
be misleading, that sufficient regulatory safeguards 
exist, that this disclosure would breach traditional 
privacy and confidentiality relationships in banking, 
and that the scope of the disclosure was too broad and 
consequently unworkable. It was pointed out that 
many bank holding companies have several thousands 
of employees and obtaining information about them 
and their associates was extremely difficult, if not 
impossible in the case of associates. In addition, some 
commentators noted that the requirement for detail 





3The format of the income statement and also of the 
balance sheet are suggested presentations, but the 
statements may be filed in such form and order as will 
best indicate their significance and character (See § 
210.3-01(a).) 





reporting of amounts receivable aggregating more than 
$500,000 or 2 1/2% of stockholders’ equity, whichever 
is less, in a schedule was not particularly material in 
the case of most bank holding companies. 


These comments have been considered, and as a result 
the requirement has been changed so that it is now 
limited to persons related to the registrant and its 
principal subsidiaries as directors,.executive officers or 
principal holders of equity securities and certain of their 
associates. For the purpose of this reporting principal 
subsidiaries include the subsidiary with the greatest 
amount of deposits and any other subsidiary with 
deposits which exceed fifteen percent of consolidated 
deposits. The term “executive officer” has been defined 
for the purpose of this report to mean the president, 
‘secretary, treasurer, any vice president in charge of a 
principal business function and any other person who 
performs similar policy making functions for the regis- 
trant. This is derived from a definition in Form 10-K. A 
definition of “relative” has been provided. Neither the 
threshold of five percent of stockholders’ equity for 
supplementary note reporting of the aggregate amount 
due from these persons nor the threshold of the lesser 
of $500,000 or 2 1/2% of stockholders’ equity for detail 
schedule reporting has been changed. 


Foreign activities. 


There were many comments on aspects of the 
proposed requirements for disclosure of foreign 


activities. This is a relatively new reporting area 
resulting from the issuance of Statement of Financial 
Accounting Standards No. 14 by the Financial 
Accounting Standards Board in December 1976. In 
developing these requirements, we considered the 


generai criteria of Standard No. 14, the specific 
characteristics of banking and the developing reporting 
requirements of the banking regulatory agencies. 


The letters of comment were principally concerned 
with the following matters: 


(1) The definition of foreign activities differed from 
the one found in Standard No. 14. 


(2) In addition to asset and revenue tests the 
threshold tests included criteria based on income 
(loss) before income tax expenses and net income, 
which are not found in Standard No. 14. 


(3) The disclosure requirements in the proposal are 
more detailed than those in Standard No. 14. 


(4) Allocation of the allowance for loan losses to 
foreign activities. 


The definition of foreign activities includes loans and 


other revenue producing assets and transactions in 
which the debtor or customer is domiciled outside of 
the United States. The definition covers operations 
located and conducted entirely outside the United 
States and also covers loans and transactions made 
from a location in the United States to a debtor or 
customer outside of the United States. The definition 
recognizes the ability of banks at times to place loans 
in a foreign or domestic office depending on the 
availability of funds. Although the definitions and 
details of items to be reported for foreign activities in 
Article 9 differ in certain respects from those in the 
Reports of Condition and Income (Call Report) of the 
Federal bank regulatory agencies because of 
differences in the purposes for which the reports are 
required, we believe that there is no difference in 
details and totals of corresponding assets, liabilities, 
revenue and income which are to be reported. The 
provisions of Article 9 have also been designed to 
reflect the application of the general provisions of 
Standard No. 14 to the special nature of banking. 
Because of difficulties in defining “guarantee” we have 
changed the proposed definition by deleting from it the 
provision for exclusion from foreign activities of a loan 
to a debtor domiciled outside of the United States 
which is fully guaranteed by a United States 
Government agency or United States domiciled 
company. 


The general requirement for disclosure of foreign 
activities has been changed by the deletion of a 
provision that disclosure be made if the appropriate 
criteria were met in each of the two most recent fiscal 
years. As revised, disclosure would be necessary only 
for those years in which the criteria are met. The 
requirement that disclosure be made if income before 
income tax expense or net income exceeds 10% of the 
corresponding amount in the related financial 
statement has not been deleted. These criteria are 
appropriate for bank holding companies and other 
financial type companies because their leveraged nature 
creates different relationships between assets, revenue 
and income as against the relationships existing in 
commercial and industrial companies. 


The requirements for disclosure of particular assets 
and liabilities and revenue and income related to 
foreign activities has not been changed except in minor 
details; however, disclosure to be made by significant 
geographic area has been revised so that amounts will 
be called for only by identifiable assets, total revenue 
and income before income taxes and net income. 


As was the case in the first exposure of Article 9, many 
letters objected to the requirement for allocation of a 
portion of the allowance for loan losses to foreign 
loans. The December proposal would have necessi- 
tated disclosure not only as to allocation to foreign 
loans in the aggregate but also significant geographic 
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segment. The American Institute of Certified Public 
Accountants suggested limitation of disclosure to 
foreign loans in the aggregate only. A few other letters 
supported this but indicated that allocations were 
nevertheless made. By limiting the requirements for 
significant geographic segment reporting to one 
amount for identifiable assets, disclosure of the 
allocation of the allowance for loan losses is limited to 
the aggregate amount applicable to foreign activities. 
in this connection, Standard No. 14 states clearly that 
asset valuation allowances of this type shall be taken 
into account in computing the amount of an industry 
segment’s identifiable assets. 


Investment securities. 


Although many letters of comment took the view that 
parenthetical disclosure of market value of investment 
securities on the balance sheet was not necessary, we 
believe that this disclosure is valuable in the evaluation 
of this asset specifically and in relation to the balance 
sheet in its entirety. The signifigance of market value 
of investments is such that it should not be completely 
relegated to a note to the financial statements. 


A number of other changes have been made to related 
areas of the proposal. The schedule which called for 
presentation of investment securities grouped by type 
and maturity has been deleted entirely. The 
requirement for disclosure of concentration in the 
securities of an issuer has been changed by revising 
the definition of “issuer” to delete the provision for 
considering securities which are guaranteed by or 
moral obligations of a person to be securities of the 
guarantor or obligor as well as securities of their 
issuer. This has been replaced by a provision that debt 
securities which are payable from and secured by the 
same source of revenue shall be considered securities 
of a single issuer. 


Other changes. 


The requirement for reporting loans in several detailed 
categories has been revised by changing the consumer 
category to installment. A requirement for separate 
reporting of financial or agricultural loans if the total of 
either category exceeds 10% of total loans has been 
dropped. A provision has been made that unearned 
income shall be deducted separately from total loans. 


Separate provisions have been made to report lease 
financing on the balance sheet and the related income 
on the income statement. 


The requirement for disclosure of the amount of other 


real estate need be disclosed only if the amount 
exceeds 30% of stockholders’ equity. The suggestion 
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in other letters of comment that other real estate be 
accounted for as part of loans has not been recognized. 


A provision has been added for disclosure of the 
aggregate amount of time certificates of deposit in 
denominations of $100,000 or more. 


A number of letters of comment questioned the 
information value of reporting loan interest income in 
the same categories by which loans are reported and 
stated that it would be difficult to implement 
accounting systems to produce this information. This 
proposed requirement has been deleted. 


The provision in the proposal for separate reporting of 
equity and earnings of unconsolidated subsidiaries, 
gains or losses on investments in securities of 
subsidiaries and 50% or less owned persons, and 
minority interests has been changed so that these 
items are included with other income and other 
expense. 


EFFECTIVE DATE 


Many comments were concerned with the need for 
sufficient time to plan and install changes in 
accounting systems to provide new information called 
for in these requirements. Consequently the revised 
Article 9 will be effective for financial statements for 
periods commencing after December 24, 1978. In this 
connection, because of the usefulness of some of the 
new provisions to investors, the Commission strongly 
encourages early compliance with them in statements 
for periods commencing prior to the effective date. 


We believe that changes to the statement of income 
involve reclassification and presentation of information 
presently available to a registrant so that statements 
for prior periods can be recast without difficulty. The 
detailed information concerning foreign activities is 
such that it may not be available for 1978 and earlier 
years. Registrants should give as much information 
concerning foreign activities for 1978 and earlier years 
as is presently available and explain in a note that all of 
the currently prescribed information was not available 
earlier. 


COMMISSION ACTION: The Commission hereby 
amends Part 210 of Chapter II of Title 17 of the Code of 
Federal Regulation by revising the table of contents, 
§210.5-01, §§ 210.9-01—9-05, §210.12-01 and §210.12- 
02 as indicated below: 


PART 210-FORM AND CONTENT OF FINANCIAL 
STATEMENTS, SECURITIES ACT OF 1933, SECURI- 
TIES EXCHANGE ACT OF 1934, PUBLIC UTILITY 
HOLDING COMPANY ACT OF 1935, AND INVEST- 
MENT COMPANY ACT OF 1940, AND ENERGY 
POLICY AND CONSERVATION ACT OF 1975 





1. The table of contents of Part 210 is revised as set 
forth below: 


APPLICATION OF REGULATION S-X (17 CFR Part 210) 


BANK HOLDING COMPANIES AND BANKS 


210.9-01 Application of §§210.9-01 to 210.9-05. 


210.9-02 Balance sheets. 


210.9-03 Income statements. 


210.9-04 Foreign activities. 


210.9-05 What schedules are to be filed. 


* * * * 


2. In §210.5-01 paragraph (a)(7) is revised, paragraph 
(b) is deleted, and paragraph (c) is redesignated as (b) 
as set forth below: 


§210.5-01 Application of §§210.5-01 to 210.5-04. 


(a) xs ef 


(7) Bank holding companies consolidated 
and banks (see §§210.9-01 to 210.9-05). 
Unconsolidated financial statments and 
schedules filed for bank holding companies 
shall be prepared in accordance with this 
article (§§210.5-01 to 210.5-04), except as 
provided in §210.9-01(b). 


(b) 


(c) (Redesignated as (b)) 


(Deleted) 


3. The Subpart entitled “Bank Holding Companies 
and Banks,” containing §§210.9-01 through 210.9-05, is 
revised to read as follows: 


BANK HOLDING COMPANIES AND BANKS 


§210.9-01 Application of §§210.9-01 to 210.9-05. 
(a) Bank holding companies and banks. 
This article shall be applicable to 
consolidated financial statements filed for 
bank holding companies and financial 
statements of banks. 


(b) Financial statements filed for bank 
holding companies (unconsolidated) shall 


be prepared in accordance with §§210.5- 
01—210.5-04 except that: 


(1) On the balance sheet, (i) current assets 
and current liabilities need not be separately 
classified from other assets and liabilities 
respectively, and (ii) the amounts presented 
for securities of, indebtedness of, and 
indebtedness to affiliates and other persons 
at §§210.5-02-10, 11 and 31 and on 
Schedules Ill, IV and X shall show 
investments in and indebtedness of and to 
banks separately from amounts for other 
persons; and 


(2) On the income statement, dividends 
received from unconsolidated subsidiaries 
and 50 percent or less owned persons shall 
be shown as the first item on the statement, 
and the amount to be reported at 
§210.5-03-17 shall be the equity in 
undistributed earnings of unconsolidated 
subsidiaries and 50 percent or less owned 
persons. Dividends and equity in undistrib- 
uted earnings related to banks shall be 
shown separately from amounts for other 
persons. 


(c) The requirements of the general rules 
in §§210.1-01—210.1-02, 210.2-01—210.2- 
05, 210.3-01—210.3-17 and 210.4-01—210.4- 
08 shall be applicable except where they 
differ from requirements of § 210.9-01 to 
9-05. 


§210.9-02 Balance sheets. 


Except as otherwise permitted by the 
Commission, the balance sheets filed for 
persons to whom this article is applicable 
shall comply with the following provisions 
(see paragraph (a) of §210.3-01): 


ASSETS AND OTHER DEBITS 


1. Cash and due from depository institutions. (a) 
State separately (1) interest bearing deposits in other 
banks and (2) noninterest bearing deposits and cash. 


(b) State in a note the amount and terms of any 
deposits in other banks held as compensating 
balances against long or short-term borrowing 
arrangements (see §210.5-02-1). 


2. Investment securities. (a) State the aggregate book 
value of investment securities showing parenthetically 
or otherwise on the balance sheet the aggregate 
amount on the basis of market quotations or fair value 
at the balance sheet date. 


SEC DOCKET/1005 





(b) State in a note book value and value on the basis 
of market quotations or fair value of securities of (1) 
the U.S. Treasury and other U.S. Government agencies 
and corporations; (2) states of the U.S. and political 
subdivisions; and (3) other securities including bonds, 
notes, debentures and stock of business corporations, 
foreign governments and political subdivisions, 
intergovernmental agencies and a Federal Reserve 
Bank. 


(c) State in a note the basis by which book value is 
determined. Bond premium shall be amortized and 
discount shall be accreted. 


(d) Include securities pledged, loaned or sold under 
repurchase agreements and similar arrangements. 
Exclude borrowed securities and securities purchased 
under resale agreements or similar arrangements. 


(e) State ina note the name of issuer, aggregate book 
value and aggregate amount on the basis of market 
quotations or fair value of the securities of any issuer 
for which the aggregate book value exceeds ten percent 
of stockholders’ equity of the person. For the purpose 
of this disclosure, the term “issuer” shall have the 
meaning given in Section 2(4) of the Securities Act of 
1933, except that debt securities issued by a state of 
the United States and its political subdivisions and 
agencies which are payable from and secured by the 
same source of revenue or taxing authority shall be 
considered to be securities of a single issuer. 
Information need not be given as to securities of the 
U.S. Government and U.S. Government agencies and 
corporations. Consideration shall be given to disclosure 
of risk characteristics of the securities of an issuer and 
of differences in risk characteristics of different issues 
of securities of an issuer as may be appropriate. 


3. Trading account securities. State in a note whether 
securities in dealer trading accounts are valued at (a) 
cost, (b) lower of cost or market, or (c) market. If 
market is not used, state parenthetically or otherwise 
on the balance sheet the aggregate amount on the 
basis of market quotations or fair value at the balance 
sheet date. 


4. Other short-term investments. (a) State the 
aggregate value of Federal funds sold and securities 
purchased under resale agreement or similar 
arrangements. All securities purchased under 
transactions of this type shall be included regardless 
of (1) whether they are called simultaneous purchases 
and sales, buy-backs, turnarounds, overnight 
transactions, delayed deliveries, or other terms 
signifying the same substantive transaction, and (2) 
whether the transactions are with the same or different 
institutions if the purpose of the transaction is to resell 
identical or similar securities. 
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(b) Federal funds sold and purchases of securities 
under resale agreements shall be reported gross and 
not netted against purchases of Federal funds and 
sales of securities under repurchase agreements. 


5. Loans. (a) State separately (1) total loans and (2) 
allowance for loan losses and (3) unearned income. 


(b) State on the balance sheet or in a note the amount 
of loans in each of the following categories: 


(1) 
(2) 
(3) 
(4) 
(5) 
(c)(1) Include under the real estate-construction 
category loans secured by real estate which are made 


for the purpose of financing construction of real estate 
and land development projects. 


Commercial, financial and agricultural. 
Real estate—construction. 

Real estate—mortgage. 

Installment. 


Foreign. 


(2) Include under the real estate-mortgage category 
loans payable in monthly, quarterly or other periodic 
installments and secured by developed income 
property and personal residences. 


(3) Include under the installment category loans to 
individuals generally repayable in monthly install- 
ments. This category shall include but not be limited to 
credit card and related activities, individual automobile 
loans, other installment loans, mobile home loans and 
residential repair and modernization loans. 


(4) The amount to be reported for foreign loans shall 
agree with the total reported at §210.9-04(c)(1). 


(5) Include under the commercial, financial and 
agricultural category all loans not included in another 
category. This category shall include but not be limited 
to loans to real estate investment trusts, mortgage 
companies, banks and other financial institutions; 
loans for carrying securities; and loans for agricultural 
purposes. Do not include loans secured primarily by 
real estate. 


(d) 


State separately any other loan category 
regardless of relative size if necessary to reflect any 
unusual risk concentration. 


(e) If the amount exceeds five percent of 
stockholders’ equity, state in a note the aggregate 
amount of loans owed by persons related to the 
reporting person or any of its principal subsidiaries as 





directors, executive officers’ or principal holders of 
equity securities. The aggregate amount shall include 
(but not be limited to) loans to the foregoing persons 
and to (1) any corporation, venture or organization of 
which any of the foregoing persons is a general partner 
or is, directly or indirectly, the beneficial owner of ten 
percent or more of any class of equity securities, (2) 
any trust or other estate in which any of the foregoing 
persons has a substantial beneficial interest or as to 
which such person serves as trustee or in a similar 
fiduciary capacity and (3) any relative or spouse of any 
of the foregoing persons, or any relative of such 
spouse, who has the same home as such person. 
Amounts to be reported shall include loans from the 
parent company or any consolidated subsidiary. It 
shall not be necessary to disclose amounts related to 
installment loans as defined in subparagraph (c)(3) 
above made in the ordinary course of business that (i) 
were made on substantially the same terms, including 
interest rates and collateral, as those prevailing at the 
same time for comparable transactions with other 
persons, and (ii) did not involve more than normal risk of 
collectibility or present other unfavorable features. 


(f) Unearned income shall be deducted separately 
from total loans. 


(g) A series of categories other than those specified 
in (b) above may be used to present details of loans if 
considered a more appropriate presentation. The 
provisions of (d), (e) and (f) above shall be complied 
with. 


(h) For each period for which an income statement is 
filed furnish in a note a statement of changes in the 
allowance for loan losses showing balances at the 
beginning and end of the period, provision charged to 





1 For the purpose of the disclosures in §§ 210.9-02-5(e) 

and 14(c) and § 210.9-05 Schedule I, the term “principal 
subsidiaries” includes the subsidiary with the greatest 
amount of deposits of all consolidated bank subsidi- 
aries and any other consolidated subsidiary in which 
deposits exceed fifteen percent of consolidated 
deposits as reported at § 210.9-02-11; the term “execu- 
tive officer” means the president, secretary, treasurer, 
any vice president in charge of a principal business 
function (such as loans, investment, operations 
administration or finance) and any other person who 
performs similar policy making functions; and the term 
“relative” means any relationship by blood, marriage, or 
adoption, not more remote than first cousin. 


income, recoveries of amounts charged off and losses 
charged to the allowance. 


6. Lease financing. State separately in a note the net 
investment in (a) direct financing leases and (b) 
leveraged leases. 


7. Bank premises and equipment. (a) State the net 
amount of bank premises, equipment and leasehold 
improvements. 


(b) State separately in a note each major class used 
in the ordinary course of business such as land, 
building, equipment or leasehold improvements; the 
accumulated depreciation and amortization; and the 
basis of determining the amounts. Include premises 
and equipment under capital leases. 


8. Due from customers on acceptances. (a) State 
amounts receivable from customers on drafts and bills 
of exchange that have been accepted by a consolidated 
subsidiary bank or by other banks for the account of a 
consolidated subsidiary and that are outstanding—that 
is, not held by the subsidiary bank, on the reporting 
date. (If held by the subsidiary bank, they should be 
reported as “loans.”). 


9. Other assets. (a) State separately any of the 
following assets which exceeds thirty percent of 
stockholders’ equity or any other asset which exceeds 
thirty percent of stockholders’ equity. The remaining 
assets may be shown in one amount. 


(1) Excess of cost over assets acquired (net of 
amortization). 


(2) Other intangible assets (net of amortization). 


(3) Other real estate. 


(4) Investments in and indebtedness of affiliates and 
other persons. 


(b) Include under other real estate all real estate 
owned other than that used in the ordinary course of 
business and state the basis or bases at which it is 
carried. Any reduction in book value resulting from the 
recognition of fair market value at the time of 
acquisition is maintained, the amount shall be 
disclosed, deducted from the other real estate owned 
and a statement of changes in the allowance showing 
balances at beginning and end of period, provision 
charged to income and losses charged to the allowance 
shall be furnished for each period for which an income 
statement is filed. 


(c) State in a note (1) amounts representing 


investments in affiliates and investments in other 
persons which are accounted for by the equity method 
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and (2) indebtedness of affiliates and indebtedness of 
other persons the investments in which are accounted 
for by the equity method. State the basis of 
determining the amounts reported under (1). (See 
§210.5-02-10 and 11). 


10. Total assets and other debits. 


LIABILITIES AND STOCKHOLDERS‘ EQUITY 
LIABILITIES 


11. Deposits. (a) State separately the following 
deposit categories: 


(1) Demand deposits in domestic bank offices. 


(2) Savings deposits in domestic bank offices. 


(3) Time deposits in domestic bank offices. 


(4) Deposits in foreign banking offices. 

(b) Include under demand deposits—domestic all 
domestic deposits other than savings and time 
deposits. 


(c) Include under the savings deposits-domestic 
category interest bearing deposits without specified 
maturity or contractual provisions requiring adyance 
notice of intention to withdraw funds. Include deppsits 
for which a bank, optionally, may require written notice 
of intended withdrawal not less than 30 days in 
advance. 


(d) Include under the time deposits—domestic 
category deposits subject to provisions specifying 
maturity or other withdrawal conditions such as time 
certificates of deposits, open account time deposits 
and deposits accumulated for the payment of personal 
loans. 


(e) State separately in a note the aggregate of time 
certificates of deposit in denominations of $100,000 or 
more. 


(f) Subcaptions (a)(2) and (a)(3) above may be 
combined if either one is less than ten percent of total 
deposits. 


12. Short-term borrowings. (a) State separately 
here or in anote amounts payable for (1) Federal funds 
purchased and securities sold under agreements to re- 
purchase; (2) commercial paper; and (3) other short- 
term borrowings. 


(b) Federal funds purchased and sales of securities 
under repurchase agreements shall be reported gross 
and not netted against sales of Federal funds and pur- 
chases of securities under resale agreements. 
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(c) Include as securities sold under agreements to re- 
purchase all transactions of this type regardless of (1) 
whether they are called simultaneous purchases and 
sales, buy-backs, turnarounds, overnight transactions, 
delayed deliveries, or other terms signifying the same 
substantive transaction, and (2) whether the trans- 
actions are with the same or different institutions if the 
purpose of the transactions is to repurchase identical 
or similar securities. 


(d) The weighted average interest rate and general 
terms (as well as formal provisions for the extension of 
the maturity) of each category of short-term 
borrowings shall be disclosed along with the maximum 
amount of borrowings in each category outstanding at 
any month-end during each period for which an end-of- 
period balance sheet is required. In addition, the 
approximate average short-term borrowings out- 
outstanding during the period and the approximate 
weighted average interest rate (and a brief description 
of the means used to compute such averages) for such 
aggregate short-term borrowings shall be disclosed in 
the notes to the financial statements. 


This information is not required to be given for any 
category of short-term borrowings for which the 
approximate average balance outstanding during the 
period was less than thirty percent of stockholders’ 
equity. 


(e) The amount and terms (including commitment 
fees and the conditions under which lines may be with- 
drawn) of unused lines of credit for short-term 
financing shall be disclosed, if significant, in the notes 
to the financial statements. The amount of these lines 
of credit which support a commercial paper borrowing 
arrangement or similar arrangements shall be sepa- 
rately identified. 


13. Bank acceptances outstanding. State the aggre- 
gate of unmatured drafts and bills of exchange 
accepted by a subsidiary bank, or by some other bank 
as its agent, less the amount of such acceptances 
acquired by the subsidiary bank through discount or 
purchase and held on the reporting date. 


14. Accounts payable and accrued liabilities. 
(a) State separately any of the following liabilities 
which exceeds thirty percent of stockholders’ equity or 
any other liability which exceeds thirty percent of 
stockholders’ equity. The remaining accounts payable 
and accrued liabilities may be shown in one amount 
(see note disclosure called for in subparagraph (c) 
below:) 


(1) 
(2) 


Income taxes payable. 


Deferred income taxes. 





(3) Indebtedness to affiliates and other persons (see 
§ 210.5-02-31). 


(4) Indebtedness to directors, executive officers, and 
principal holders (other than affiliates) of equity 
securities. 


(b) State in a note indebtedness to affiliates and 
indebtedness to other persons the investments in 
which are accounted for by the equity method. (see § 
210.5-02-31.) 


(c) If the amount exceeds five percent of stock- 
holders’ equity, state in a note the aggregate amount 
owed to persons related to the reporting person or any 
of its principal subsidiaries as directors, executive 
officers, or principal holders of equity securities. The 
aggregate amount shall include (but not be limited to) 
amounts owed to the foregoing persons and to (1) any 
corporation, venture or organization of which any of 
the foregoing persons is a general partner or is, 
directly or indirectly, the beneficial owner of ten per- 
cent or more of any class of equity securities, (2) any 
trust or other estate in which any of the foregoing per- 
sons has a substantial beneficial interest or as to 
which such person serves as trustee or in a similar 
fiduciary capacity and (3) any relative or spouse of any 
of the foregoing persons, or any relative of such 
spouse, who has the same home as such person. 
Amounts to be reported shall include amounts owed by 
the parent company or any consolidated subsidiary. 


15. Bonds, mortgages and similar debt. (a) In- 
clude bonds, capital notes, debentures, mortgages and 
similar debt. 


(b) State in a note the information required under § 
210.5-02-29 (see also § 210.5-02-30). 


(c) State in notes with appropriate explanations (1) 
the title and amount of each issue of debt of a sub- 
sidiary included in (a) above which has not been 
assumed or guaranteed by the registrant; and (2) any 
liens on bank premises of a subsidiary bank or its con- 
solidated subsidiaries which have not been assumed 
by the bank subsidiary or its consolidated subsidiaries. 


16. Total liabilities. 


17. Commitments and contingent liabilities. 
§ 210.3-16(i). 


(a) See 


(b) State in a note the amount of outstanding standby 
letters of credit. For the purpose of this disclosure 
“standby letters of credit” shall include every letter of 
credit (or similar arrangement however named or desig- 
nated) which represents an obligation to the bene- 
ficiary on the part of an issuing consolidated sub- 


sidiary bank (1) to repay money borrowed by or 
advanced to or for the account of the account party; (2) 
to make payment on account of any evidence of in- 
debtedness undertaken by the account party; or (3) to 
make payment on account of any default by the 
account party in the performance of an obligation. Do 
not include standby letters of credit for which the issu- 
ing bank has either been paid an amount equal to its 
liability under the standby letter of credit, or has set 
aside sufficient funds in a segregated deposit account 
to cover its maximum liability. 


18. Minority interest in consolidated subsidiaries. 
STOCKHOLDERS’ EQUITY 


19. Capital shares. The classification and dis- 
closure required by § 210.5-02-38 shall be given. 


20. Other stockholders’ equity. The classification 
and disclosure required by § 210.5-02-39 shall be given 
(see subsection 210.3-16(h)). 


21. Total stockholders’ equity. 


22. Total liabilities and stockholders’ equity. § 
210.9-03. Income statements. 


Except as otherwise permitted by the Commission, the 
income statements filed for persons to whom this 
article is applicable shall comply with the provisions of 
this rule (see paragraph (a) of § 210.3-01). 


INTEREST INCOME 
1. Interest and fees and loans. 


(a) Include interest and service charges and fees 
which are related to or are an adjustment of the loan 
interest rate. Include interest on notes, bills and drafts 
that have been rediscounted with Federal Reserve or 
other banks or pledged as collateral to secure bills pay- 
able or for any other purpose and profits or losses 
resulting from the sale of acceptances and commercial 
paper at discount rates other than those at which such 
paper was purchased. 


(b) Current amortization of premiums on mortgages 
or other loans shall be deducted from interest on loans 
and current accretion of discount on such items shall 
be added to interest on loans. 


2. Interest (and dividends if material) on investment 
securities. (a) State separately (1) taxable interest 
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income, (2) interest income exempt from Federal 
income taxes, and (3) dividends (if material). 


(b) Include accretion of discount on securities and 
deduct amortization of premiums on securities. 


3. Trading account interest. Include interest from 
securities carried in a dealer trading account or 
accounts that are held principally for resale to 
customers. 


4. Other interest income. Include interest on short- 
term investments (Federal funds sold and securities 
purchased under agreements to resell) and interest on 
bank deposits. 


5. Lease financing. 


6. Total interest income. 


INTEREST EXPENSE 


7. Interest on deposits. Include interest on all 
deposits. State separately on the income statement or 
in a note interest on deposits detailed in the same 
categories as those specified for deposits at § 
210.9-02-11(a) and (e). 


8. Interest on short term borrowings. Include 
interest on borrowed funds including Federal funds 
purchased, securities sold under agreements to repur- 
chase, commercial paper and other short-term borrow- 
ings. 


9. Interest on long-term debt. Include interest on 
bonds, capital notes, debentures, mortgages on bank 
premises, capitalized leases and similar debt. 

10. Total interest expense. 

11. Net interest income. 


12. Provision for loan losses. 


13. Net interest income after provision for loan 
losses. 


14. Other income. State separately any of the 
following items of income which exceeds one percent of 
revenue or any other item of income which exceeds one 
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percent of revenue.2 The remaining other income may 
be shown in one amount. 


(a) 
(b) 


(c) Commissions, fees and markups on securities 
underwriting and other securities activities. 


(d) Profit or loss on transactions in securities in 
dealer trading account. 


Commissions and fees from fiduciary activities. 


Fees for other services to customers. 


(e) Equity in earnings of unconsolidated subsidiaries 
and 50 percent or less owned persons. 


(f) Gains or losses on disposition of investments in 
securities of subsidiaries and 50 percent or less owned 
persons. 


15. Other expenses. (a) State separately any of the 
following expenses which exceeds one percent of 
revenue or any other expense which exceeds one per- 
cent of revenue. The remaining expenses may be 
shown in one amount. 


(1) 
(2) 
(3) 


(4) Minority interest in income of consolidated sub- 
sidiaries. 


Salaries and employee benefits. 
Net occupancy expense of premises. 


Net cost of operation of other real estate. 


(b) Report in one amount the net expense of occu- 
pancy of premises used in the ordinary course of busi- 
ness reduced by income from premises leased to 
others. 


(c) Report in one amount the net expense of 
operation of other real estate reduced by rental or other 
related income. Include provisions for real estate 
losses resulting from revaluations of assets sub- 
sequent to acquisition, if any, and gains or losses on 
disposition of assets. 


16. Income or loss before income tax expense, 


securities gains or losses (and appropriate items 
below). 





2For the purpose of the test of materiality under §§ 
210.9-03-14 and 15, the term “revenue” includes the 
total of amounts reported at §§ 210.9-03-6 and 14. 





17. Income tax expense. (See § 210.3-16(0).) 


18. 


Income before securities gains or losses. 


19. Investment securities gains or losses, less appli- 
cable tax. 


State in a note the method followed in determining the 
cost of investments sold, e.g., “average cost,” “first- 
in, first-out,” or “identified certificate.’’ Related 
income taxes shall be shown parenthetically. Gains or 
losses on the person’s own equity securities shall not 
be included under this caption. 


20. Income or loss before extraordinary items. 


21. Extraordinary items, less applicable tax. State 
separately (a) extraordinary items of the person and (b) 
equity in extraordinary items of (1) unconsolidated 
subsidiaries and (2) 50 percent or less owned persons 
for which the equity in earnings was reported under 
caption 14. Indicate the nature of any material items 
and disclose parenthetically or otherwise the tax appli- 
cable to each. 


22. Cumulative effects of changes in accounting 
principles. State separately (a) changes of the 
person and (b) equity in changes of (1) unconsolidated 
subsidiaries and (2) 50 percent or less owned persons 
for which the equity in earnings was reported under 
caption 14. Indicate the nature of any material items 
and disclose parenthetically or otherwise the tax appli- 
cable to each. 


23. Net income or loss. (See § 210.9-02-20.) 


24. Earnings per share data. Refer to the pertinent 
requirements in the appropriate filing form. § 210.9-04 
Foreign activities. 


(a) General requirement. (1) Separate disclosure 
concerning foreign activities (banking, bank related 
and nonbanking) as specified in paragraphs (c), (d), 
(e), (f), (g) and (h) below shall be made if (i) assets, or 
(ii) revenue, or (iii) income (loss) before income tax 
expense, or (iv) net income (loss), each as associated 
with foreign activities, exceeded ten percent of the 
corresponding amount in the related financial state- 
ments. 


(2) If disclosure is required to be made under (1) 
above there shall be presented separately in a note for 
each significant geographic area and in the aggregate 
for all other geographic areas not deemed significant 


(i) total identifiable assets (net of valuation allow- 
ances), (ii) total revenue, (iii) income (loss) before 
income tax and (iv) net income (loss). 


(b) Definitions. As used in this article the following 
terms shall have the meaning indicated: 


(1) Foreign activities. The term “foreign activities” 
includes loans and other revenue producing assets and 
transactions in which the debtor or customer, whether 
an affiliated or unaffiliated person, is domiciled out- 
side the United States. 


(2) Revenue. The term “revenue” includes the total 
of amounts reported at §§ 210.9-03-6 and 14. 


(3) Significant geographic area. A “significant geo- 
graphic area” is one whose assets, revenue or income 
or net income exceed ten percent of the comparable 
amount as reported in the related financial statements. 


(c) Loans. State separately each of the following 
categories of loans which exceeds ten percent of total 
loans related to foreign activities (1) governments and 
official institutions, (2) banks and other financial insti- 
tutions, (3) commercial and industrial, and (4) all other 
loans. 


(d) Allowance for loan losses. For each period for 
which an income statement is filed, furnish in a note a 
statement of changes in the allowance for loan losses 
applicable to loans related to foreign activities showing 
balances at beginning and end of the period, provision 
charged to income, recoveries of amounts charged off 
and losses charged to the allowance. 


(e) Balances and deposits in banks located outside 
the United States. Show separately (1) interest 
bearing deposits and balances, and (2) ali other 
balances. 


(f) Deposit liabilities. State separately deposits of 
(1) banks in foreign countries (including balances of 
foreign branches of other United States banks), (2) 
deposits of foreign governments and official insti- 
tutions, (3) other foreign demand deposits, and (4) 
other foreign time and savings deposits. 


(g) Other borrowings. State separately (1) short- 
term borrowings and (2) bonds, mortgages and similar 
debt related to foreign activities corresponding to the 
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amounts reported on the balance sheet at §§ 
210.9-02-12 and 15. 


(h) Revenue and income orloss. For each period for 
which an income statement is filed state the amount of 
revenue, expenses, and income (loss) before taxes and 
net income (loss) associated with foreign activities. 
Information may be presented in the form of the 
income statement in § 210.9-03. State in a note the 
method of pricing money transfers in adjusting for 
funds generated or used and the nature of significant 
estimates and assumptions made in allocating revenue 
and expenses to foreign activities. 


§ 210.9-05 What schedules are to be filed. 


(a) Except as expressly provided otherwise in the 
applicable form— 


(1) The schedules specified below in this section as 
Schedules III, |V, V, and VI shall be filed as of the dates 
of the most recent audited balance sheet and any 
subsequent unaudited balance sheet being filed for 
each person or group, provided that any such schedule 
(other than Schedule V) may be omitted if both of the 
following conditions exist: 


(i) The financial statements are being filed as part of 
an annual or other periodic report; and (ii) the informa- 
tion that would be shown in the respective columns of 
such schedule would reflect no changes in any issue of 
securities of the registrant or any significant subsidiary 
in excess of 5 percent of the outstanding securities of 
such issue as shown in the most recently filed annual 
report containing the schedule. 


(2) Schedule V, Capital shares, may also be omitted if 
the above two conditions exist and any information 
required by column G of the schedule is shown in the 
related balance sheet or in a note thereto. 


(3) The other schedules specified below in the rule as 
Schedules | and II shall be filed for each period for 
which an income statement is required to be filed for 
each person or group. 


(b) If the information required by any schedule 
(including the notes thereto) may be shown in the 
related financial statement or in a note thereto without 
making such statement unclear or confusing, that pro- 
cedure may be followed and the schedule omitted. 


(c) The schedules shall be examined by the indepen- 
dent accountant if the related financial statements are 
so examined. 


(d) The schedules prescribed by §§ 210.12-04, 05 and 
11 shall be filed in support of subcaptions 9(c) and 
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14(b) of each balance sheet and shall be designated 
Schedules VII, Vill and IX, respectively. These 
schedules shall be filed for each period for which an 
income statement is required to be filed. These 
schedules may be omitted if (1) neither the amount 
required to be reported in a note under subcaption 
14(b) in such balance sheet exceeds five percent of 
stockholders’ equity as shown by the related balance 
sheet at either the beginning or end of the period, or (2) 
there have been no material changes in the information 
required to be filed from that last previously reported. 


Schedule |. 
sons. 


Amounts receivable from certain per- 


The schedule prescribed by § 210.12-03 shall be filed 
with respect to indebtedness of more than $500,000 or 
two and one half percent of stockholders’ equity, 
whichever is less, which is owed or, at any time during 
the period for which related income statements are 
required to be filed, was owed by each person (in- 
cluding those referred to below) related to the reporting 
person or any of its principal subsidiaries as director, 
executive officer,? or principal holder of equity securi- 
ties. Indebtedness to be reported for a director, officer 
or principal holder of equity securities shall include the 
aggregate of indebtedness owed by such person and 
indebtedness owed by any of the following which are 
related to such person: (1) any corporation, venture or 
organization of which any of the foregoing persons is a 
general partner or is, directly or indirectly, the bene- 
ficial owner of ten percent or more of any class of 
equity securities, (2) any trust or other estate in which 
any of the foregoing persons has a substantial bene- 
ficial interest or as to which such person serves as 
trustee or in a similar fiduciary capacity and (3) any 
relative or spouse of any of the foregoing persons, or 
any relative of such spouse, who has the same home as 
such person. Indebtedness to be reported shall include 
amounts owed to the parent company or any consoli- 
dated subsidiary. It shall not be necessary to disclose 
amounts related to installment loans as defined in § 
210.9-05-5(c)(3) made in the ordinary course of 
business that (i) were made on substantially the same 
terms, including interest rates and collateral, as those 
prevailing at the same time for comparable trans- 
actions with other persons, and (ii) did not involve 
more than normal risk of collectability or present other 
unfavorable features. 


Schedule Il. 
reserves. 


Valuation and qualifying accounts and 





3See footnote 1 for definitions of “principal subsidi- 
aries’, “executive officer” and “relative.” 





The schedule prescribed by § 210.12-13 shall be filed in 
support of valuation and qualifying accounts and 
reserves included in each balance sheet excluding the 
allowances for loan losses and real estate losses. 


Schedule Ill. Bonds, mortgages, and similar debet. 
The schedule prescribed by § 210.12-10 shall be filed in 
support of caption 15 of a balance sheet. 


Schedule IV. Guarantees of securities of other 
issuers. The schedule prescribed by § 210.12-12 shall 
be filed in support of caption 15 of a balance sheet. 


Schedule V. Capital shares. The schedule prescribed 
by § 210.12-14 shall be filed in support of caption 19 of a 
balance sheet. 


Schedule VI. Other securities. If there are any 
classes of securities not included in Schedules Ill, IV 
and V, set forth in this schedule information concern- 
ing such securities corresponding to that required for 
the securities included in such schedules. Information 
need not be set forth, however, as to notes, drafts, bills 
of exchange, or bankers’ acceptances having a maturity 
at the time of issuance of not exceeding one year. 


4. In § 210.12-01 the last listed paragraph number 
210.9-04 is changed to 210.9-05. 


5. Instruction 2(b) to the table in § 210.12-02 is 
deleted: 


§ 210.12.02 Marketable securities—other security 
investments. 


2(b) (Deleted) 


These amendments are adopted pursuant to authority 
in Sections 6, 7, 8, 10 and 19(a) [15 U.S.C. 77f, 77g, 
77h, 77j, 77s] of the Securities Act of 1933; Sections 
12, 13, 15(d) and 23(a) [15 U.S.C. 781, 78m, 780(d), 
78w] of the Securities Exchange Act of 1934; Sections 
5(b), 14, and 20(a) [15 U.S.C. 79e, 79n, 79t] of the 
Public Utility Holding Company Act of 1935; and 
Sections 8, 30, 31(c) and 38(a) [15 U.S.C. 80a-8, 
80a-29, 80a-30(c), 80a-37(a)] of the Investment 


Company Act of 1940. Pursuant to Section 23(a)(2) of 
the Securities Exchange Act, the Commission has 
considered the impact of these amendments on 
competition and is not aware of any burden that they 
would impose. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5974/September 7, 1978 


INVESTMENT COMPANY ACT OF 1940 
Release No. 10345/September 7, 1978 


SHORT FORM FOR THE REGISTRATION OF 
SECURITIES 


AGENCY: Securities and Exchange Commission. 


ACTION: Proposed amendments to a form. 
SUMMARY: The Commission is proposing amend- 
ments which would revise the short form for the regis- 
tration of securities in order to further expand its usage 
for primary offerings by subsidiaries of certain issuers. 
Presently, an issuer with no publicly held voting stock 
may use the form for primary offerings of securities if it 
meets certain requirements and is a majority owned 
subsidiary whose parent guarantees the securities as 
to principal and interest. The proposed amendments 
would eliminate the guarantee requirement under cer- 
tain circumstances and also allow the use of the form 
for the registration of equity securities by certain sub- 
sidiary issuers under conditions designed to assure 
adequate dissemination of current information about 
the issuer. 


DATE: Comments should be submitted on or before 
October 31, 1978. Issuers desiring to take advantage of 
the proposed amendments may do so immediately, 
provided they comply with all applicable provisions of 
the new form. 


ADDRESS: Comments should refer to File S7-754 
and should be submitted in triplicate to George A. Fitz- 
simmons, Secretary, Securities and Exchange 
Commission, 500 North Capital Street, Washington, 
D.C. 20549. All comments will be available for public 
inspection. 
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FOR FURTHER INFORMATION CONTACT: Steven J. 
Paggioli, Office of Disclosure Policy and Proceedings, 
Division of Corporation Finance, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549 (202/376-8090). 


SUPPLEMENTARY INFORMATION: On April 11, 
1978, the Commission in Securities Act Release No. 
5923 (43 FR 16672) announced the adoption of amend- 
ments to Form S-16 [17 CFR 239.27], a form for regis- 
tration of certain securities under the Securities Act of 
1933 (“Securities Act”) [15 USC 77a et seq., as 
amended by Pub. L. No. 94-29 (June 4, 1975)]. Form 
S-16 is a registration form which is comparatively 
simpler and shorter than other available forms for the 
registration of securities under the Securities Act. 


The amendments adopted in Release 33-5923 
broadened the types of transactions for which Form 
S-16 may be used in that for the first time the form was 
made available for primary offerings by issuers under 
certain specified conditions. One of these conditions 
requires issuers or their parents to meet a $50 million 
market capitalization standard based on computation 
by reference to voting stock held by non-affiliates. In 
adopting this requirement, the Commission noted that 
several commentators had criticized the relation of the 
$50 million amount to issuers’ voting stock. These 
commentators noted that many companies with no 
publicly-held voting stock may be more seasoned than 
some companies with publicly held voting stock. 
Accordingly, the Commission determined to permit the 
use of Form S-16 by issuers with no publicly held 
voting stock when the issuer is a majority owned sub- 
sidiary and its parent meets the $50 million voting 
stock market capitalization requirements and guaran- 
tees the securities as to principal and interest. How- 
ever, at that time the Commission also directed the 
staff to consider what conditions for the availability of 
Form S-16 would be appropriate for other issuers with 
no publicly held voting securities. The amendments 
proposed today generally would expand the class of 
subsidiary issuers eligible to use the form for primary 
offerings to include those whose parents do not 
guarantee their securities as to principal and interest 
and also allow the use of the form for the registration 
of equity securities of such issuers. 


In addition to the general requirements for the use of 
the form and the market capitalization requirement of 
the parent, the proposed criteria for subsidiaries 
include (1) the existence of outstanding debt or equity 
securities held by non-affiliates, with an aggregate 
principal amount or market value of at least $250 
million, the offer or sale of which has been registered 
pursuant to the provisions of Section 6 of the 
Securities Act of 1933, (2) compliance with certain 
specified earnings to fixed charges ratios (varying 
according to industry) for the most recent fiscal period 
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reported, (3) the existence of at least 2,500 security 
holders who receive annual reports from the issuer 
containing certified financial statements. 


This release contains a general discussion of the back- 
ground and purpose of the proposed amendments and 
a brief description thereof. Attention is directed to the 
text of the proposed amendments for a more complete 
understanding. 


Background and Purpose 


The adoption in Release 33-5923 of the amendments 
making Form S-16 available for primary offerings 
reflects in part the recommendation of the Advisory 
Committee on Corporate Disclosure (‘‘Advisory 
Committee”) that Form S-16 be available for the regis- 
tration of securities to be offered directly to the public 
by a “small top tier of companies . . . which usually 
provide high quality corporate communication docu- 
ments, including 1934 Act reports, ... whose cor- 
porate information is widely disseminated. . . . [and] 
which are widely followed by debt and equity ana- 
lysts.”1 This is also consonant with the position set 
forth in the Commission’s original concept release. 
on the amendments ultimately adopted in Release 
33-5923 that the category of issuers should be limited 
to those which, in addition to meeting the existing 
standards set forth in Form S-7, are of sufficient size 
and have an established reporting history that would 
justify the use of an abbreviated prospectus. 


As noted infra, one of the major conditions ultimately 
adopted in furtherance of identifying a category of 
such issuers was the requirement that an issuer have 
outstanding voting stock held by non-affiliates with an 
aggregate market value of at least $50 million. This 
standard was considered appropriate in that in addition 
to wide dissemination of information about such com- 
panies in the marketplace, they would also be the sub- 
ject of significant scrutiny by securities analysts. 





1Report of the Advisory Committee on Corporate Dis- 
closure to the Securities and Exchange Commission 
(“Report”), House Committee on Interstate and Foreign 
Commerce, 95th Cong., 1st Sess., Committee Print 
95-29 at 433-34. 


2Securities Act Release No. 5792, December 20, 1976, 
41 FR 56331. 


3See Report at A-51. This requirement had its originina 
report by the Financial Analysts Federation to the 
Advisory Committee indicating that New York City 
based brokerage firms and institutions generally will 
follow companies of this size. 





The relation of this requirement to the issuer’s voting 
stock, however, was criticized by several commenta- 
tors on the proposed amendments who noted that 
many companies with no publicly held voting stock 
may be better established than those with such stock. 
In response to these comments, the amendments as 
adopted permit the use of Form S-16 by issuers with no 
publicly held voting stock when the issuer is a majority 
owned subsidiary and its parent meets the $50 million 
market capitalization requirement and guarantees the 
securities as to principal and interest. 


Since the date these amendments were adopted, 
further comments have been received to the effect that 
several subsidiary issuers, such as finance companies 
and utility companies, are among the largest and best 
established business concerns and frequently finance 
externally. In view of their previous issuances of 
securities and reporting history, substantial public 
information is available regarding these issuers. 
Further, it has been suggested that the parent 
companies of these issuers generally do not guarantee 
securities issued by their subsidiaries, and in view of 
the quality of these issuers there is no need for such a 
guarantee. Accordingly, these commentators believe 
that such issuers should have access to Form S-16 for 
primary offerings without requiring a guarantee by their 
parent companies. In addition, it has been suggested 
that the form also should be available for the issuance 
of non-voting equity securities by these issuers. 


In light of these concerns, the Commission is pro- 
posing amendments to the form that would allow its 
use under certain circumstances by issuers with no 
publicly held voting securities without requiring a 
parent guarantee. The proposed criteria discussed 
below are intended to assure that the subsidiary 
issuers which will be able to use the form for primary 
offerings in the absence of a parent guarantee will 
satisfy similar standards of information dissemination 
and significant interest by securities professionals. 


$250 Million Aggregate Principal Amount or Market 
Value of Outstanding Securities 


in addition to the requirement that the issuer satisfy 
the rules for the use of Form S-74 and that its parent 





4Generally, an issuer may use Form S-16 if it meets the 
conditions for use of Form S-7, which require an issuer 
(a) to have aclass of securities registered under Section 
12 or be subject to the reporting requirements of Section 
15(d) of the Exchange Act; (b) to have been subject to 
the requirements of Section 12 or 15(d) and to have filed 
all applicable reports for 36 calendar months prior to 
filing the registration statement and have timely filed all 


meet the $50 million voting stock market capitalization 
requirements, the first proposed amendment would 
require the issuer to have outstanding debt or equity 
securities held by non-affiliates, with an aggregate 
principal amount or market value of at least $250 
million, the offer or sale of which has been registered 
pursuant to the provisions of section 6 of the Securities 
Act of 1933. 


This proposed requirement is similar in concept to the 
$50 million market capitalization requirement adopted 
with respect to voting stock and is intended to serve 
the same function as that requirement, i.e., assuring a 
category of issuers about which significant informa- 
tion is available, disseminated, and analyzed. With 
respect to those subsidiary issuers with substantial 
debt and non-voting equity securities outstanding, the 
$250 million standard has been suggested and is pro- 
posed as a means of assuring the same type of signifi- 
cant interest within the investment community and the 
wide dissemination of adequate current information on 
issuers that is attendant to that interest. 


The requirement that the debt or preferred stock used 
to meet the $250 million condition have been registered 
pursuant to the provisions of the Securities Act is like- 
wise further intended to provide additional assurance 
that information regarding the issuer has been 
disseminated, in view of the nature of the disclosure 
required by the registration provisions of that Act and 
the reporting obligations that attach. 


Coverage Ratios 


An additional proposed requirement relates to the 
issuer’s ratio of earnings to fixed charges. Specifically, 
the issuer’s earnings for the last fiscal year or twelve 
month period reported in the registration statement, 
after all operating and income deductions except fixed 
charges and taxes based on income or profits after 
eliminating undisturbed income of unconsolidated 
subsidiaries and 50 percent or less owned persons, 
must be at least: (a) 1.25 times fixed charges for 
finance companies; (b) 3 times fixed charges for utili- 
ties; and (c) 6 times fixed charges for any other 
issuers. The ratios are to be adjusted to give effect to: 
(1) the issuance of the securities being registered; (2) 
any issuance, retirement, or redemption of securities 
during or after such period; or (3) any issuance, retire- 





required reports for the past twelve calendar months; (c) 
to have had no default in payments on preferred stock, 
indebtedness for borrowed money or long term leases 
during the past 36 months; and (d) to have had consoli- 
dated net income of at least $250,000 for three of the last 
four fiscal years, including the most recent fiscal year. 
See 17 CFR 239.26. 
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ment, or redemption of securities after, or presently 
proposed for the year after, such period. 


The earnings to fixed charges ratio criterion is also 
designed to assure that the form be available only to a 
category of issuers whose earnings exceed fixed 
charges by a generally accepted multiple amount for 
the particular industry in which the issuer is engaged. 
The selected ratios are based on one of the conditions 
for use of Form S-9, a now rescinded form for regis- 
tration of certain debt securities.° In rescinding the 
form, the Commission noted that one of the factors 
contributing to the form’s infrequent use may have 
been the effect of increased interest rates on the ability 
of many registrants to meet the minimum fixed charges 
coverage standards. Although the proposed format for 
coverage ratios is based on Form S-9 and contains the 
same ratios for utilities and general industrial issuers, 
the Commission feels that these ratios may be 
appropriate for an initial period of experimentation. 
Comment is specificaily invited, however, as to the 
appropriateness of the ratios selected for each industry 
and any other conditions that would include the cate- 
gory of issuers described above. Comment is also 
requested with regard to whether a definition of 
“finance company” is necessary and with regard to any 
other appropriate standards for classifying companies 
within an industry or other appropriate industry groups 
in which special conditions would warrant different 
ratios. 


Distribution of Annual Reports with Certified Financial 
Statements 


As noted above, one of the major arguments in favor of 
making Form S-16 available for primary offerings by 
high quality issuers is the accessibility to investors 
and shareholders of adequate current information 
about these issuers. An important source of that infor- 
mation is the annual and periodic reporting obligation 
of the Exchange Act; companies must be subject to 





SForm S-9 was a registration form available for regis- 
tration of non-convertible, fixed-interest debt securities 
of an issuer required to file reports pursuant to Section 
13 or 15(d) of the Exchange Act; that form required 
certain earnings to fixed charges ratios as a condition to 
its use. Form S-9 was rescinded on December 30, 1976 
in view of the minimal number of registrations that had 
been filed on the form in recent years. Securities Act 
Release No. 5791, 41 FR 56306, December 20, 1976. 


6See also Accounting Series Release No. 119, June 16, 
1971, 36 FR 11918, and Accounting Series Release No. 
122, August 10, 1971, 36 FR 15527, with regard to 
computation of earnings to fixed charges ratios. 
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those requirements and current in filing such reports in 
order to use Forms S-7 and S-16. Although subsidiary 
issuers intended to be covered by the proposed amend- 
ments published today must also be subject to 
Excange Act reporting requirements, those reports and 
other disclosure documents regarding issuers with no 
publicly held voting securities may not be widely distri- 
buted. This may be particularly so with reference to 
issuers of debt securities. For example, a recent survey 
of corporation having over $4 billion in debt outstand- 
ing and over 30,000 bondholders indicated that only 
28% of their bondholders received annual reports and 
only 20% received interim reports.” 


In view of the possible differences in degree and 
frequency of disclosure by those issuers with no 
publicly held voting securities, the Commission is pro- 
posing the additional requirement that the issuer have 
at least 2,500 security holders who were furnished an 
annual report containing certified financial statements 
for its most recent fiscal years. The requirement is also 
intended to assure the existence of complete and 
current information on the issuer and sufficient market 
interest in its securities. 


Request for Comment 


All interested persons are invited to submit their views 
and comments on the amendments proposed herein. 
All comments should be received no later than October 
31, 1978. Issuers desiring to take advantage of the pro- 
posed amendments may do so immediately, provided 
they comply with all applicable provisions of the ne 

form. 


Proposed Amendments 


The text of the proposed amendments is set forth 
below: 


Form S-16 [17 CFR 239.27] is proposed to be amended 
to read as follows: 


§ 239.27 Form S-16, for registration under the 
Securities Act of 1933 of securities of certain issuers 
offered pursuant to certain types of transactions. 





7The survey is referred to in the Report of the Fixed 
Income Analysts Society to the Advisory Committee. 
See Report at A-65-66. 


8Rule 401 under the Securities Act, 17 CFR 230.401, pro- 
vides that any registration statement shall be deemed to 
be filed on the proper form unless objection is made by 
the Commission prior to the effective date. 





[No change in facing page] 


GENERAL INSTRUCTIONS 
A. Rule as to Use of Form S-16 


Form S-16 may be used for registration under the 
Securities Act of 1933 of securities offered in the trans- 
actions specified below, if the issuer meets the 
requirements for the use of Form S-7 (17 CFR 239-26) 
at the time of filing the registration statement: 


1. Transactions Involving Certain Primary Offerings. 
Debt or equity securities offered for cash by or on 
behalf of the issuer provided the following conditions 
are met: 


(a) The issuer meets the conditions listed in (i), (ii), 
or (iii) below. The aggregate market value of the 
issuer’s or its parent’s outstanding stock shali be com- 
puted by reference to the price at which the stock was 
sold, or the average of the bid and asked prices of such 
stock, as of a specified date within 60 days prior to the 
date of filing. (See the definition of affiliate in Rule 
405). 


(i) The aggregate market value of the voting stock 
held by non-affiliates of the issuer is $50 million or 
more; or 


(ii) The aggregate market value of the voting stock of 
the issuer’s parent held by non-affiliates is $50 million 
or more, the issuer is a majority owned subsidiary and 
its parent has fully guaranteed the securities as to 
principal and interest; or 


(iii) The aggregate market value of the voting stock of 
the issuer’s parent held by non-affiliates is $50 million 
or more, the issuer is a majority owned subsidiary; and 


A. the issuer has outstanding securities held by 
non-affiliates, with an aggregate principal amount or 
market value (computed in accordance with instruction 
A(1)(a) above) of at least $250 million, the offer or sale 
of which has been registered pursuant to the 
provisions of Section 6 of the Securities Act of 1933; 


B. for the last fiscal year or twelve-month period 
reported in the registration statement the earnings of 
the issuer after all operating and income deductions 
except fixed charges and taxes based on income or 
profits after eliminating undistributed income of un- 
consolidated subsidiaries and 50 percent or less owned 
persons have been at least: (a) 1.25 times its fixed 
charges in the case of utilities, or (c) six times its fixed 
charges in the case of any other issuer for such period, 
adjusted to give effect to: (1) the issuance of securities 
being registered; (2) any issuance, retirement, or 


redemption of securities during or after such period; 
and (3) any issuance, retirement, or redemption of 
securities after, or presently proposed for the year 
after, such period; and 


C. the issuer has at least 2,500 security holders to 
whom the issuer, for its most recent fiscal year, has 
furnished an annual report containing certified 
financial statements. 


[No other change in Form S-16] 

(Secs. 6, 7, 10, 19(a), 48 Stat. 78, 81, 85; secs. 205, 
209, 48 Stat. 906, sec. 8, 68 Stat. 658; sec. 1, 79 Stat. 
1051; 15 U.S.C. 77f, 77g, 77j, 77s(a)]. 

Statutory Authority 

The foregoing action is taken pursuant to the 
Securities Act of 1933, particulary sections 6, 7, 10, 
and 19(a) thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 15118/September 1, 1978 


NOTICE OF EFFECTIVENESS OF A PROPOSED RULE 
CHANGE BY THE DEPOSITORY TRUST COMPANY 


(File No. SR-DTC-78-13) 


The Depository Trust Company (“DTC”) submitted on 
August 28, 1978, a proposed rule change, pursuant to 
Rule 19b-4 under the Securities Exchange Act of 1934, 
concerning a modification of services which DTC 
currently provides to its participants for resolving “W/T 
mismatches,” which are misdeliveries of securities 
requested by withdrawal-by-transfer instructions. 


The foregoing rule change has become effective pur- 
suant to Section 19(b)(3)(A) of the Securities Exchange 
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Act of 1934 and Rule 19b-4 thereunder. At any time 
within sixty days of the filing of such proposed rule 
change, the Commission may summarily abrogate the 
rule change if it appears to the Commission that such 
action is necessary or appropriate in the public 
interest, for the protection of investors, or otherwise in 
furtherance of the purposes of the Securities Exchange 
Act of 1934. 


Publication of the submission is expected to be made 
in the Federal Register during the week of September 
4, 1978. Interested persons are invited to submit 
written data, views and arguments concerning the sub- 
mission within twenty-one days from the date of publi- 
cation in the Federal Register. Persons desiring to 
make written submissions should file six copies 
thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North Capi- 
tol Street, Washington, D.C. 20549. Reference should 
be made to File No. SR-DTC-78-13. 


Copies of the submission, with accompanying ex- 
hibits, and of all written comments will be available for 
public inspection at the Securities and Exchange 
Commission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing will also 
be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission, by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15119/September 1, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE AMERICAN STOCK EXCHANGE, INC. 


(File No. SR-Amex-78-18) 


The American Stock Exchange, Inc., submitted on 
August 21, 1978, a proposed rule change, pursuant to 
Rule 19b-4 under the Securities Exchange Act of 1934, 
amending the capital and insurance requirements of 
Rule 891 which relates to transfer agents for listed 
securities. 


Publication of the submission is expected to be made 
in the Federal Register during the week of September 
4, 1978. Interested persons are invited to submit 
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written data, views and arguments concerning the sub- 
mission within twenty-one days from the date of publi- 
cation in the Federal Register. Persons desiring to 
make written submissions should file six copies there- 
of with the Secretary of the Commission, Securities 
and Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made to 
File No. SR-Amex-78-18. 


Copies of the submission, with accompanying ex- 
hibits, and of all written comments will be available for 
public inspection at the Securities and Exchange 
Commission’s Public Reference Room. 1100 L Street, 
N.W., Washington, D.C. Copies of the filing will also 
be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission, by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15120 /September 1, 1978 


NOTICE OF EFFECTIVENESS OF A PROPOSED RULE 
CHANGE BY BOSTON STOCK EXCHANGE CLEARING 
CORPORATION 


(File No. SR-BSECC-78-2) 


Boston Stock Exchange Clearing Corporation sub- 
mitted on August 30, 1978, a proposed rule change con- 
cerning the establishment of fees for the clearance and 
settlement of trades made through the Intermarket 
Trading System (ITS). 


The foregoing rule change has become effective pur- 
suant to Section 19(b)(3)(A) of the Securities Exchange 
Act of 1934 and Rule 19b-4 thereunder. At any time with- 
in sixty days of the filing of such proposed rule change, 
the Commission may summarily abrogate the rule 
change if it appears to the Commission that such action 
is necessary or appropriate in the public interest, for the 
protection of investors, or otherwise in furtherance of 
the purposes of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made in 
the Federal Register during the week of September 4, 
1978. Interested persons are invited to submit written 





data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-BSECC-78-2. 


Copies of the submission, with accompanying exhibits, 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be avail- 
able at the principal office of the above-mentioned self- 
regulatory organization. 


For the Commission, by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15121 /September 1, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE DEPOSITORY TRUST COMPANY 


(File No. SR-DTC-78-4) 


On August 25, 1978, The Depository Trust Company 
(“DTC”) submitted a proposed rule change, pursuant to 
Rule 19b-4 under the Securities Exchange Act of 1934, 
which amends in part File No. SR-DTC-78-4 concerning 
the establishment of a third pary delivery service in the 
interface betwee DTC and Pacific Securities Depository 
Trust Company. This third party delivery service would 
permit any participant in one depository to deliver 
securities to, or receive securities from any participant 
in the other depository, either free (without settlement) 
or for payment. Notice of File No. SR-DTC-78-4 
appeared in Securities Exchange Act Release No. 
34-14654 (April 11, 1978) and the text of the rule change 
was published in the Federal Register (43 Fed. Reg. 
16579, April 19, 1978). 


Publication of the submission is expected to be made in 
the Federal Register during the week of September 4, 
1978. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 


submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-DTC-78-4. 


Copies of the submission, with accompanying exhibits, 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be avail- 
able at the principal office of the above-mentioned self- 
regulatory organization. 


For the Commission, by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15122 /September 1, 1978 


NOTICE OF EFFECTIVENESS OF A PROPOSED RULE 
CHANGE BY NEW ENGLAND SECURITIES DEPOSI- 
TORY TRUST COMPANY 


(File No. SR-NESDTCO-78-2) 


New England Securities Depository Trust Company 
submitted on September 1, 1978, a proposed rule 
change amending its fee schedule. 


The foregoing rule change has become effective pur- 
suant to Section 19(b)(3)(A) of the Securities Exchange 
Act of 1934 and Rule 19b-4 thereunder. At any time with- 
in sixty days of the filing of such proposed rule change, 
the Commission may summarily abrogate the rule 
change if it appears to the Commission that such action 
is necessary or appropriate in the public interest, for the 
protection of investors, or otherwise in furtherance of 
the purposes of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made in 
the Federal Register during the week of September 4, 
1978. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
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D.C. 20549. Reference should be made to File No. 
SR-NESDTCO-78-2. 


Copies of the submission, with accompanying exhibits, 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be avail- 
able at the principal office of the above-mentioned self- 
regulatory organization. 


For the Commission, by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15123/September 1, 1978 


Notices have been issued giving interested persons 
until September 30 to comment on the applications 
requesting withdrawal of the common stocks of the 
specified companies from listing and registration on the 
following exchanges: American Stock Exchange, Inc.— 
BUTLER INTERNATIONAL, INC. ($1 par value) and 
DATA TERMINAL SYSTEMS, INC. (par value 20 cents); 
Boston Stock Exchange, Inc.—COMMONWEALTH 
NATIONAL CORPORATION (par value $1) 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15124/September 1, 1978 


In the Matter of 
PACIFIC STOCK EXCHANGE INCORPORATED 


618 South Spring Street 
Los Angeles, California 90014 
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(SR-PSE-78-16) 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
AND ORDER APPROVING PROPOSED RULE CHANGE 


Pursuant to Section 19(b)(1) of the Securities Exchange 
Act of 1934, 15 U.S.C. 78(s)(b)(1) (the “Act”), notice is 
hereby given that on August 28, 1978, the Pacific Stock 
Exchange Incorporated (“PSE”) filed with the Commis- 
sion copies of a proposed rule change which amends 
PSE Rule Xill, Sections 2 and 3 to provide that no rule, 
stated policy or practice of the PSE shall prohibit, con- 
dition or otherwise limit the ability of a member acting 
as agent to effect any transaction other than on the PSE 
with another person in any equity security listed on the 
PSE have been extended, except when such member 
also is acting as agent for such other person in the 
transaction. 


Interested persons are invited to submit written data, 
views and arguments concerning the submission within 
21 days from the date of this publication. Persons 
desiring to make written comments should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-PSE-78-16. 


Copies of the submission, all subsequent amendments, 
all written statements with respect to the proposed rule 
change which are filed with the Commission, and of all 
written communications relating to the proposed rule 
change between the Commission and any person, other 
than those which may be withheld from the public in 
accordance with the provisions of 5 U.S.C. § 552, will be 
available for inspection and copying at the Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the 
requirements of Section 6 and the rules and regulations 
thereunder. 


The Commission finds good cause for approving the 
proposed rule change prior to the thirtieth day after the 
date of publication of notice of filing thereof, in that the 
proposed rule change is intended to conform PSE Rule 
Xill, Sections 2 and 3 to amended Commission Rule 
19c-1 [17 CFR 240,19c-1] under the Act. Rule 19c-1 
governs certain off-board agency transactions effected 
by members of the national securities exchanges and 
the amended provision became effective March 1, 1978. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change refer- 
enced above be, and it hereby is, approved. 





For the Commission, by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15125/September 1, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE NEW YORK STOCK EXCHANGE, INC. 


File No. SR-NYSE-78-47 
The New York Stock Exchange, Inc. (“NYSE”) sub- 


mitted on August 21, 1978, a proposed rule change 
under Rule 19b-4 to amend NYSE Rules 312 and 314 to 


extend the permitted time period for retention of — 


member organization status, following the death of the 
sole qualifying member, from 60 days to 90 days, and to 
expand the provisions to be applicable in any situation 
where the sole qualifying member ceases to be associ- 
ated with the member organization. 


Publication of the submission is expected to be made in 
the Federal Register during the week of September 5, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the pro- 
posed rule change should be disapproved, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within 21 days 
from the date of publication in the Federa/ Register. Per- 
sons desiring to make written comments should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-NYSE-78-47. 


Copies of the submission, all subsequent amendments, 
all written statements with respect to the proposed rule 
change which are filed with the Commission, and of all 
written communications relating to the proposed rule 
change between the Commission and any person, other 
than those which may be withheld from the public in 
accordance with the provisions of 5U.S.C. § 552, will be 
available for inspection and copying at the Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing and of any sub- 


sequent amendments will also be available at the princi- 
pal office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15126 /September 1, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
AMERICAN STOCK EXCHANGE, INC. 


File No. SR-Amex-78-17 


The -American Stock Exchange, Inc. submitted on 
August 21, 1978, a proposed rule change under Rule 
19b-4 to eliminate restrictions on off-board agency 
transactions in listed bonds other than in-house agency 
cross transactions. 


Publication of the submission is expected to be made in 
the Federal Register during the week of September 4, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or insti- 
tute proceedings to determine whether the proposed 
rule change should be disapproved, -nterested persons 
are invited to submit written data, views and arguments 
concerning the submission within 21 days from the date 
of publication in the Federal Register. Persons desiring 
to make written comments should file six copies thereof 
with the Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made to 
File No. SR-Amex-78-17. 


Copies of the submission, all subsequent amendments, 
all written statements with respect to the proposed rule 
change which are filed with the Commission, and of all 
written communications relating to the proposed rule 
change between the Commission and any person, other 
than those which may be withheld from the public in 
accordance with the provisions of 5 U.S.C. § 552, will be 
available for inspection and copying at the Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing and of any sub- 
sequent amendments will also be available at the 
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principal office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15127 /September 5, 1978 


A notice has been issued giving interested persons until 
October 6 to comment on the application to withdraw 
the specified debentures of Puerto Rico Telephone 
Company from listing and registration on the New York 
Stock Exchange, Inc.: 7.40% Debentures due 11-1-93; 
8.70% Debentures due 3-15-96; and 8.10% Debentures 
due 12-15-96. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15128/September 5, 1978 


Anotice has been issued giving interested persons until 
October 6 to comment on the application requesting 
withdrawal of the common stock (par value $2.50) of 
Binney & Smith, Inc. from listing and registration on the 
American Stock Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15129/September 6, 1978 


In the Matter of 
MOVIE STAR INC. 
392 Fifth Avenue 
New York, New York 


Admin. Proc. File No. 3-5537 
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ORDER INSTITUTING PROCEEDINGS PURSUANT TO 
SECTION 15(c)(4) OF THE SECURITIES EXCHANGE 
ACT OF 1934 AND FINDINGS AND ORDER OF THE 
COMMISSION 


The Commission deems it appropriate that proceedings 
be instituted against Movie Star Inc. (“MSI”) pursuant to 
Section 15(c)(4) of the Securities Exchange Act of 1934 
(“Exchange Act”)! to determine whether MSI’s filings 
with the Commission pursuant to Section 13 of the 
Exchange Act and the rules and regulations promul- 
gated thereunder were deficient with respect to MSI’s 
inventory valuation practices. 


MSI, simultaneously with the institution of these pro- 
ceedings, has submitted an Offer of Settlement for the 
purpose of disposing of the issues raised in these pro- 
ceedings. Under the terms of the Offer of Settlement, 
MSI, solely for the purpose of these proceedings and 
without admitting or denying any of the matters set 
forth herein, and on the understanding that nothing 
contained herein constitutes an adjudication with 
respect to any matter referred to herein, consents to the 
Findings and Order of the Commission. In its Offer of 
Settlement, MSI has made certain undertakings which 
are accepted by the Commission as detailed herein- 
after. 


The Commission has determined that it is appropriate 
and in the public interest to accept the Offer of Settle- 
ment of MSI and accordingly is issuing this Order. 


| 
Facts 


MSI is a New York Corporation whose principal offices 
are located at 392 Fifth Avenue, New York, New York. 
MSI's Class A stock is registered with the Commission 
pursuant to Section 12 of the Exchange Act and is listed 
for trading on the American Stock Exchange. MSI is 
primarily engaged in the manufacture of women’s and 





Section 15(c)(4) of the Exchange Act states: 


If the Commission finds, after notice and opportunity 
for hearing, that any person subject to the provisions of 
section 12, 13 or subsection (d) of Section 15 of this title 
or any rule or regulation thereunder has failed to comply 
with any such provision, rule or regulation in any 
material respect, the Commission may publish its 
findings and issue an order requiring such person to 
comply with such provision or such rule or regulation 
thereunder upon such terms and conditions and within 
such time as the Commission may specify in such 
order. 





children’s lingerie and lounge wear, which are sold to 
discount, chain and department stores. During all times 
relevant herein, MSI has filed with the Commission 
Annual Reports on Form 10-K and Quarterly Reports on 
Form 10-Q, pursuant to Section 13(a) of the Exchange 
Act and Rules 13a-1 and 13a-13 thereunder. 


Undocumented Inventory Reserves 


As previously indicated, MSI is primarily engaged in the 
manufacture of women’s and children’s lingerie and 
lounge wear. In the garment manufacturing industry, 
which is subject to rapid style changes and fluctu- 
ations, it is not unusual for inventories to contain 
substantial amounts of unsold and out of style 
merchandise which has been carried over from prior 
seasons or merchandise from the current season which, 
by reason of fluctuating demand, is likely to remain 
unsold. In order to sell such merchandise, it is 
frequently necessary to offer it at substantially reduced 
prices, sometimes below cost. 


Since at least 1971, MSI has reduced the carrying value 
of its inventory by markdowns of specific styles of 
merchandise, based on a style by style review. In 
addition to these specific markdowns, MSI established 
reserves against its inventory to provide for additional 
markdowns on an aggregate basis. 


During the period from 1971 to 1976, these reserves 
which ranged in amounts from $250,000 to $708,000, 
were established without a systematic methodology 
and without supporting documentation as to the pur- 
pose of the reserves, the manner in which the amounts 
of the reserves were determined, and the reason for 
changes from prior periods. 


The periodic changes in the amounts of the foregoing 


inventory reserves* and their impact on the income of 
MSI (for selected years) are as follows: 


Increase (or 
Decrease) in 
Reserve From 

Beginning of Year 


Pre-Tax 
Income Before 
Period Change in Reserve 
Year ended 
6/10/74 


2,137,000 


Year ended 
5/31/75 


419,000 


Year ended 
5/29/76 


2,397,000 





2MSI’s inventory was $12 million in 1974, $8 million in 
1975 and $10.7 million in 1976. Changes in inventory 
from the prior year were an increase of $1.2 million in 
1974, adecrease of $4 million in 1975 and an increase of 
$2.7 million in 1976. 


230,000 


(230,000) 


458,000 


MSI contends that in light of the fluctuating nature of 
the value of its inventory such amounts were necessary 
as a provision to reduce the carrying value of its inven- 
tory to the lower of cost or market.? The amount of these 
reserves werR not stated in the text of MSI’s financial 
statements or in any footnotes thereto. The 
Commission believes that based on the circumstances 
of this case there was a requirement for a separate 
statement of such amount in the text or in the footnotes 
to MSI’s financial statements; MSI contends that there 
was no such requirement. 


il 
Findings and Conclusion 


MSI’s Annual Reports on Form 10-K and other periodic 
reports filed with the Commission for the fiscal years 
from 1971 through 1976 were deficient in that they 
omitted to state: (a) the amounts of the foregoing 
inventory reserves and the effect of the changes of such 
reserves on the financial statements of MSI; (b) the un- 
systematic manner in which such reserves were deter- 
mined and utilized; and (c) the lack of supporting docu- 
mentation as to the purpose of the reserves and the 
reason for changes from prior periods. 


Financial informtion disseminated to the public and 
filed with the Commission must be based upon sound 
accounting, financial and internal control systems and 
be adequately documented in the underlying books and 
records. Issuers who file with the Commission have a 
responsibility to exercise a high degree of care in the 
preparation of financial statements, and other 
information filed with the Commission. MSI failed to 
meet its responsibilities by reason of the unsystematic 
and undocumented manner in which the general 
inventory reserves were determined. 


Percentage Effect 
on Pre-tax Income 
of Change in 
Reserve 


Pre-Tax Income 
Reported After 
Change in Reserve 


1,907,000 (10.8) 


649,000 54.9 


1,939,000 





3Generally accepted accounting principles typically 
require that inventory be valued at the lower of cost or 
market. 
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HT 
Order 


In view of the foregoing, the Commission deems it 
appropriate in the public interest to accept the Offer of 
Settlement of MSI and accordingly IT IS HEREBY 
ORDERED that these proceedings be and they are 
hereby instituted. 


It is FURTHER ORDERED that MSI: 


1. Shall promptly supplement the foregoing deficient 
annual and other periodic filings currently on file with 
the Commission by filing a copy of this Order with the 
Commission on Form 8-K and mailing it to any share- 
holder upon his request; 


2. Establish, implement and maintain written controls 
and procedures for the determination of provisions for 
inventory markdowns and reserves; 


3. Disclose henceforth in its Annual Reports on Form 


10-K the amount of any inventory reserves for the 
current period and the prior period; 


4. Comply with its undertakings to establish and 
maintain an Audit Committee consisting of 
independent, outside directors who shall, among other 
things, have the following duties and functions: 


a. to review the financial controls and accounting 
practices and procedures of MSI and recommend to the 
Board changes and improvements thereto as they may 
deem appropriate and to oversee the maintenance and 
improvement thereof; 


b. to review all future reports which contain financial 
statements and are filed with the Commission and in 
connection therewith to determine whether the 
accounting practices and procedures employed in 
connection with said reports are appropriate and in 
accordance with generally accepted accounting princi- 
ples; 


c. toreview either by the Audit Committee as a whole 
or by a designated member, all releases, reports and 
other information to be disseminated by MSI to press 
media, the public, or shareholders of MSI which con- 
cern disclosures of financial conditions or results of 
operations of MSI; 


d. whenever there exists any disagreement or contro- 
versy between the independent auditors of MSI and the 
management of MSI, the Audit Committee be notified of 
such disagreement or controversy and shall determine 
the position of MSI, subject to the power of the Board of 
Directors, in such disagreement or controversy; 
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e. to recommend to the Board approval or disapproval 
of any change of the independent auditors of MSI. 


By the issuance of the Order, and subject to MSI’s 
compliance with its undertakings, the Commission 
terminates this matter. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15130/September 6, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE NEW YORK STOCK EXCHANGE, INC. 


File No. SR-NYSE-78-49 


The New York Stock Exchange, Inc. (“NYSE”) sub- 
mitted on August 21, 1978, a proposed rule change 
under Rule 19b-4 to amend NYSE Rules 301 and 325 to 
permit amember, whose membership is financed by his 
member organization pursuant to an a-b-c agreement 
and who ceases to be associated with the financing 
member organization, to transact business as an indi- 
vidual member on the floor during any period allowed for 
the exercise of the following options with respect to his 
membership. Upon termination of an a-b-c agreement, a 
member must: a) retain the membership and pay the 
member organization the amount necessary to purchase 
another membership; b) sell the membership and pay 
the proceeds to the member organization; or c) transfer 
the membership to a person designated by the member 
organization for a nominal consideration. 


Publication of the submission is expected to be made in 
the Federal Register during the week of September 11, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or insti- 
tute proceedings to determine whether the proposed 
rule change should be disapproved, interested persons 
are invited to submit written data, views and arguments 
concerning the submission within 21 days from the date 
of publication in the Federa/ Register. Persons desiring 
to make written comments should file six copies thereof 
with the Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made to 
File No. SR-NYSE-78-49. 





Copies of the submission, all subsequent amendments, 
all written statements with respect to the proposed rule 
change which are filed with the Commission, and of all 
written communications relating to the proposed rule 
change between the Commission and any person, other 
than those which may be withheld from the public in 
accordance with the provisions of 5U.S.C. § 552, will be 
available for inspection and copying at the 
Commission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing and of any 
subsequent amendments will also be available at the 
principal office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15131 /September 6, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 


File No. SR-NASD-78-8 


The National Association of Securities Dealers, Inc. 
(“NASD”) submitted on August 23, 1978, a proposed 
rule change under Rule 19b-4 to add new Part XIl to 
Schedule D of Article XVI of the NASD’s By-Laws to 
permit NASD members who are non-NASDAQ market- 
makers to gain access to NASDAQ Level 3 service 
through NASDAQ market makers for a fee of $100 per 
month for the first security and $75 per month for each 
additional security subject to an approved written 
access arrangement. Under the proposal an “access 
market maker” may display his quotations in the 
NASDAQ system through an “entering subscriber,” a 
registered NASDAQ market maker who agrees to enter 
quotations on behalf of the access market maker. The 
“entering subscriber” is to assume full responsibility for 
transactions resulting from such quotations. 


Publication of the submission is expected to be made in 
the Federal Register during the week of September 11, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or insti- 
tute proceedings to determine whether the proposed 
rule change should be disapproved, interested persons 


are invited to submit written data, views and arguments 
concerning the submission within 21 days from the date 
of publication in the Federal Register. Persons desiring 
to make written comments should file six copies thereof 
with the Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made to 
File No. SR-NASD-78-8. 


Copies of the submission, all subsequent amendments, 
all written statements with respect to the proposed rule 
change which are filed with the Commission, and of all 
written communications relating to the proposed rule 
change between the Commission and any person, other 
than those which may be withheld from the public in 
accordance with the provisions of 5U.S.C. § 552, will be 
available for inspection and copying at the Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing and of any sub- 
sequent amendments will also be available at the 
principal office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15132 /September 6, 1978 


In the Matter of 
YUMALEE V. BOWMAN 
Admin. Proc. File No. 3-5456 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTION 


In this proceedings pursuant to Rule 2(e)(1) of the Rules 
of Practice of the Securities and Exchange Com- 
mission, YUMALEE V. BOWMAN failed to answer the 
order that instituted these proceedings and, therefore, 
is in default. 





TRule 6(e) and 7(e) of the Commission’s Rules of 
Practice provide that the allegations in the order may be 
deemed true as to a defaulting respondent. 
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In the Order for Proceedings it was alleged that Yumalee 
V. Bowman failed to seek independent verification of 
management representations and failed to indepen- 
dently verify or audit figures obtained by her from the 
books and records and used by her to prepare the 
financial statements of certain entities. On the basis of 
that order, it is found that during the period from or 
about October 27, 1975, through the present, Yumalee 
V. Bowman wilfully failed to comply with generally 
accepted auditing standards in preparing audited 
financial statements pursuant to 17 C.F.R. 240.17a-5 for 
Parker, Adams & Co., dated July 31, 1975, and May 31, 
1976, and its successor, Affiliated Brokers Corporation, 
dated May 31, 1976, as well as Mui Investment Service, 
dated December 31, 1975, and December 31, 1976. 


It is further found that Yumalee V. Bowman does not 
possess the requisite qualifications to perform account- 
ing and auditing for others. 


In view of the foregoing, it is in the public interest to per- 
manently deny Respondent’s privilege of appearing or 
practicing before the Commission. Accordingly, IT IS 
ORDERED that the privilege of appearing or practicing 
before the Commission be and hereby is permanently 
denied. 


For the Commission, by its Secretary, pursuant to dele- 
gated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15133 /September 7, 1978 


NOTICE OF FILING AND EFFECTIVENESS OF PRO- 
POSED RULE CHANGE BY MIDWEST STOCK 
EXCHANGE, INCORPORATED 


File No. SR-MSE-78-20 


The Midwest Stock Exchange, Incorporated (“MSE”) 
submitted on August 11, 1978, a proposed rule change 
under Rule 19b-4. The rule change consists of an Option 
Floor Procedure Manual (“Manual”) for the MSE. The 
purpose of the Manual is to clarify existing rules of the 
Exchange by: (1) explaining procedures for compliance 
with existing MSE rules; (2) providing examples of 
forms which can be used by members for purposes of 
complying with various MSE rules; and (3) providing 
interpretations of MSE rules. 
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The foregoing rule change has become effective, pur- 
suant to Section 19(b)(3)(A) of the Securities Exchange 
Act of 1934. At any time within sixty days of the filing of 
such proposed rule change, the Commission may 
summarily abrogate such rule change if it appears to the 
Commission that such action is necessary or 
appropriate in the public interest, for the protection of 
investors, or otherwise in furtherance of the purposes of 
the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made in 
the Federal Register during the week of September 11, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or insti- 
tute proceedings to determine whether the proposed 
rule change should be disapproved, interested persons 
are invited to submit written data, views and arguments 
concerning the submission within 21 days from the date 
of publication in the Federa/ Register. Persons desiring 
to make written comments should file six copies thereof 
with the Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made to 
File No. SR-MSE-78-20. 


Copies of the submission, all subsequent amendments, 
all written statements with respect to the proposed rule 
change which are filed with the Commission, and of all 
written communications relating to the proposed rule 
change between the Commission and any person, other 
than those which may be withheld from the public in 
accordance with the provisions of 5U.S.C. § 552, will be 
available for inspection and copying at the Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. 


For the Commission, by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15134/September 7, 1978 


Orders have been issued granting the applications to 
strike the specified securities of the following 
companies from listing and registration on the New 
York Stock Exchange, Inc.: FUQUA INDUSTRIES, 
INC.—$.60 Series A Cumulative Convertible Preferred 





Stock; NATIONAL INDUSTRIES, INC.—8% Sub- 
ordinated Debentures due March 1, 1981 (assumed by 
Fuqua Industries, Inc.) 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15135 /September 7, 1978 


SEE 


SECURITIES ACT OF 1933 
Release No. 5973/September 7, 1978 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15136 /September 7, 1978 


NOTICE OF FILING AND EFFECTIVENESS OF PRO- 
POSED RULE CHANGE BY AMERICAN STOCK 
EXCHANGE, INC. 


File No. SR-Amex-78-19 


The American Stock Exchange, Inc. (“Amex”) sub- 
mitted on August 28, 1978, a proposed rule change 
under Rule 19b-4 to amend its constitution to provide 
that all membership votes, including elections, be by 
secret ballot. 


The foregoing rule change has become effective, pur- 
suant to Section 19(b)(3)(A) of the Securities Exchange 
Act of 1934. At any time within sixty days of the filing of 
such proposed rule change, the Commission may 
summarily abrogate such rule change if it appears to the 
Commission that such action is necessary or 
appropriate in the public interest, for the protection of 
investors, or otherwise in furtherance of the purposes of 
the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made in 
the Federal Register during the week of September 11, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the pro- 
posed rule change should be disapproved, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within 21 days 


from the date of publication in the Federa/ Register. 
Persons desiring to make written comments should file 
six copies thereof with the Secretary of the Commis- 
sion, Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-Amex-78-19. 


Copies of the submission, all subsequent amendments, 
all written statements with respect to the proposed rule 
change which are filed with the Commission, and of all 
written communications relating to the proposed rule 
change between the Commission and any person, other 
than those which may be withheld from the public in 
accordance with the provisions of 5U.S.C. § 552, will be 
available for inspection and copying at the Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. 


For the Commission, by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15137 /September 7, 1978 


NOTICE OF FILING OF AMENDED PROPOSED RULE 
CHANGE BY THE MUNICIPAL SECURITIES RULE- 
MAKING BOARD 


File No. SR-MSRB-78-10 


The Municipal Securities Rulemaking Board (the 
“MSRB”) submitted on August 25, 1978, an amended 
proposed rule change under Rule 19b-4 to provide that 
delivery of a municipal security for which a call notice 
for less than the entire issue has been published on or 
prior to delivery date does not constitute good delivery 
unless the securities are identified as “called” at the 
time of trade, and to provide for reclamation of called 
securities in such circumstances. 


Publication of the submission is expected to be made in 
the Federal Register during the week of September 11, 
1978. In order to assist the Commission to determine 
whether to approve the amended proposed rule change 
or institute proceedings to determine whether the 
amended proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views, and arguments concerning the submission 
within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written 


SEC DOCKET/1027 





comments should file six copies thereof with the Secre- 
tary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-MSRB-78-10. 


Copies of the submission and all subsequent amend- 
ments, and copies of all written statements with respect 
to the amended proposed rule change which are filed 
with the Commission and all written communications 
relating to the amended proposed rule change between 
the Commission and any person, other than those 
which may be withheld from the public in accordance 
with the provisions of 5 U.S.C. § 552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing and of any subsequent amend- 
ments will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission, by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15138 /September 7, 1978 


NOTICE OF FILING OF AMENDED PROPOSED RULE 
CHANGE BY THE MUNICIPAL SECURITIES RULE- 
MAKING BOARD 


File No. SR-MSRB-77-12 


The Municipal Securities Rulemaking Board (the 
“MSRB”) submitted on August 23, 1978 a proposed rule 
change under Rule 19b-4 to amend a proposed rule 
which is part of a series of proposed rules and rule 
amendments previously filed with the Commission (File 
No. SR-MSRB-77-12) (Securities Exchange Act Release 
No. 14943 (July 7, 1978), 43 FR 30379 (July 14, 1978); 
Securities Exchange Act Release No. 13987 (September 
22, 1977), 42 FR 49856 (September 28, 1977); Securities 
Exchange Act Release No. 14519 (March 2, 1978), 43 FR 
9672 (March 9, 1978)). The purpose of that series is to 
codify basic standards of fair and ethical business con- 
duct for municipal securities professionals. The pro- 
posed amendment filed on August 23, 1978 would, in 
part, amend proposed MSRB rule G-23 to permit a 
municipal securities professional acting as a financial 
advisor to a municipal securities issuer to purchase in a 
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negotiated sale the securities of that issuer, provided 
that certain conditions are met. 


Publication of the submission is expected to be made in 
the Federal Register during the week of September 11, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the pro- 
posed rule change should be disapproved, interested 
persons are invited to submit written data, views, and 
arguments concerning the submission within 21 days 
from the date of publication in the Federal Register. 
Persons desiring to make written submissions should 
file six copies thereof with the Secretary of the 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-MSRB-77-12. 


Copies of the submission and all subsequent amend- 
ments, and copies of all written statements with respect 
to the proposed rule change which are filed with the 
Commission and all written communications relating to 
the proposed rule change between the Commission and 
any person, other than those which may be withheld 
from the public in accordance with the provisions of 
Section 552 of title 5, United States Code, will be avail- 
able for inspection and copying at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
and of any subsequent amendments will also be avail- 
able at the principal office of the above-mentioned self- 
regulatory organization. 


For the Commission, by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15139 /September 7, 1978 


In the Matter of 

THE LORAIN TELEPHONE COMPANY 
Admin. Proc. File No. 3-5481 

File No. 81-330 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE 1934 ACT 





The Securities and Exchange Commission has issued 
an order granting the application of the Lorain Tele- 
phone Company, for an exemption from the reporting 
requirements of Section 13 of the Securities Exchange 
Act of 1934. It appears to the Commission that the 
requested exemption is not inconsistent with the public 
interest or the protection of investors. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15140 /September 7, 1978 


In the Matter of 

GENERAL FELT INDUSTRIES, INC. 

Admin. Proc. File No. 3-5517 

APPLICATION PURSUANT TO SECTION 12(h) 


The Securities and Exchange Commission has issued a 
notice giving interested persons until September 25, 
1978, to request a hearing on an application by General 
Felt Industries, Inc. (the “Applicant”), pursuant to 
Section 12(h) of the Securities Exchange Act of 1934, as 
amended (the “1934 Act”), for an order exempting the 
Applicant from reporting provisions of Section 15(d) of 
the 1934 Act. 


The Applicant has certified that as of July 18, 1978, there 
were only 165 record holders of the Appplicant’s 9% 
Convertible Subordinated Debentures due June 15, 1982 
(the “Debentures”). The Applicant states that there is 
limited trading activity in the Debentures, which are the 
Applicant’s only publicly-held class of securities, and 
the trustee under the indenture pursuant to which the 
Debentures were issued will continue to receive annual 
financial statements. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15141 /September 7, 1978 


In the Matter of 
AMTEL, INC. 


Admin. Proc. File No. 3-5508 


APPLICATION PURSUANT TO SECTION 12(h) 


The Securities and Exchange Commission has issued a 
notice giving interested persons until September 25, 
1978, to request a hearing on an application by Amtel, 
Inc. (“Applicant”) pursuant to Section 12(h) of the 
Securities Exchange Act of 1934 as amended (the “1934 
Act”), for an order exempting the Applicant from the 
provisions of Section 13 and 15(d) of the 1934 Act. 


On June 5, 1978, the Applicant became a wholly-owned 
subsidiary of AMCA International Corporation 
(“AMCA”). As aresult of the merger, AMCA is the sole 
stockholder of the Applicant. 








PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20694 /September 6, 1978 


In the Matter of 


METROPOLITAN EDISON COMPANY 
Berks County, Pennsylvania 


(70-6192) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
FIRST MORTGAGE BONDS AT COMPETITIVE BIDDING 


Metropolitan Edison Company (“Met-Ed”), an electric 
utility subsidiary company of General Public Utilities 
Corporation, a registered holding company, has filed 
with this Commission an application and an amend- 
ment thereto pursuant to Section 6(b) of the Public 
Utility Holding Company Act of 1935 (‘‘Act”) and Rule 50 
promulgated thereunder concerning the following pro- 
posed transaction. 


Met-Ed proposes to issue and sell at competitive 
bidding up to $50,000,000 principal amount of first 
mortgage bonds to be dated the date of their issue and 
to mature September 1, 2008 (the “New Bond”). The 
New Bonds will be issued under the Indenture dated 
November 1, 1944, between Met-Ed and Morgan 
Guaranty Trust Company of New York, Trustee, as here- 
tofore supplemented and amended and as to be further 
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supplemented and amended by a Supplemental 
indenture to be dated as of September 1, 1978. The 
interest rate (which will be a multiple of 1/8 of 1%) and 
the price (which will be not less than 98% and not more 
than 101% of the principal amount) will be determined 
by competitive bidding. None of the New Bonds may be 
redeemed at the option of Met-Ed prior to September 1, 
1983, if the funds for such redemption are obtained at an 
interest cost lower than the yield of the New Bonds, 
except in certain circumstances. 


It is stated that substantially all the net proceeds from 
the sale of the New Bonds will be applied to the payment 
at or before maturity of a like amount of Met-Ed’s 
approximately $80,000,000 of short-term bank loans 
expected to be outstanding at the time of such sale, and 
the balance, if any, will be applied to reimburse 
Met-Ed’s treasury for funds previously expended there- 
from for construction purposes. The estimated cost of 
Met-Ed’s construction program for 1978 is $90,000,000 
(including allowance for funds used during construc- 
tion), and that for 1979 is $70,000,000. 


The fees and expenses to be incurred in connection with 
the proposed transaction are estimated at $165,000, 
including printing expenses of $70,000, attorneys’ fees 
of $43,000, and trustee’s fees of $17,500. The fees of 
counsel for the underwriters, to be paid by the success- 
ful bidders, are estimated at $25,000. The Pennsylvania 
Public Utility Commission has authorized the proposed 
transaction. No other state commission and no federal 
commission, other than this Commission, has juris- 
diction over the proposed transaction. 


Due notice of the filing of said application has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20560), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said application, as amended, be granted: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and the rules thereunder, that said appli- 
cation, as amended, be, and it hereby is, granted, sub- 
ject to the terms and conditions prescribed in Rules 24 
and 50 promulgated under the Act. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20695/September 6, 1978 


In the Matter of 


NINEVEH WATER COMPANY 


PENNSYLVANIA ELECTRIC COMPANY 
1001 Broad Street 
Johnstown, Pennsylvania 15907 


GENERAL PUBLIC UTILITIES CORPORATION 
260 Cherry Hill Road 
Parsippany, New Jersey 07054 


(70-6201) 


NOTICE OF PROPOSED ISSUANCE OF NOTE BY SUB- 
SIDIARY AND GUARANTEE THEREOF BY PARENT 
AND HOLDING COMPANY; REQUEST FOR EXEMP- 
TION FROM COMPETITIVE BIDDING 


NOTICE1IS HEREBY GIVEN that General Public Utilities 
Corporation (“GPU”), a registered holding company, 
Pennsylvania Electric Company (“Penelec”), an electric 
utility subsidiary of GPU, and Nineveh Water Company 
(“Nineveh”), a water company subsidiary of Penelec, 
have filed with this Commission an application- 
declaration pursuant to the Public Utility Holding 
Company Act of 1935 (“‘Act”), designating Sections 6, 7 
and 12 of the Act and Rule 50 promulgated thereunder as 
applicable to the proposed transaction. All interested 
persons are referred to the application-declaration, 
which is summarized below, for a complete statement 
of the proposed transaction. 


Nineveh proposes to enter into a loan agreement with 
the Small Business Administration (“SBA”) for the 
purpose of borrowing up to $775,600 for repairs and 
replacement to its property and equipment damaged by 
rain and flood in July 1977. Such loan was authorized by 
the SBA on January 5, 1978, under the Disaster Relief 
Act of 1969. Under the loan agreement Nineveh would 
issue the SBA anote (“Note”), the first $250,000 bearing 
interest at the annual rate of 3% and the balance bearing 
interest at the annual rate of 6 5/8%. The monthly 
payments on the Note, to begin five months from the 
date of issuance, would be $12,500 based upon a 
borrowing of $775,000, with each payment being 
applied first to accrued interest and the balance, if any, 
being applied to principal (such principal reductions 
first being applied to reduce the $250,000 principal 
component bearing interest at the annual rate of 3%). 
The Note will mature seventy-eight months from the 
date of issuance and will be prepayable at any time 
without premium or penalty. 





The Note will be secured by a mortgage on all of the real 
estate, improvements and fixtures of Nineveh. As 
further security for the loan the SBA authorization also 
requires that Penelec and GPU enter into respective 
agreements with the SBA unconditionally guaranteeing 
Nineveh’s payment of principal and interest on the loan. 


Pursuant to the SBA authorization the proceeds from 
the loan are to reimburse Nineveh for amounts which 
will have been expended for repairs and replacements 
necessitated by flood damage. The proceeds will be 
applied by Nineveh to reduce or pay in full notes issued 
by Nineveh to Penelec pursuant to order of this 
Commission dated December 22, 1977 (HCAR No. 
20333), which order authorized borrowings by Nineveh 
from Penelec pending disposition of Nineveh’s SBA 
loan request. 


Nineveh requests exemption from the competitive 
bidding requirements of Rule 50 under the Act pursuant 
to Rule 50(a)(5). 


The fees and expenses to be incurred in connection with 
the proposed transaction will be supplied by amend- 
ment. The Pennsylvania Public Utility Commission has 
jurisdiction over the proposed transaction. No other 
state commission and no federal commission, other 
than this Commission and the SBA, has jurisdiction 
over the proposed transaction. 


NOTICEIS FURTHER GIVEN that any interested person 
may, not later than October 5, 1978, request in writing 
that a hearing be held on such matter, stating the nature 
of his interest, the reasons for such request, and the 
issues of fact or law raised by said application- 
declaration which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail upon the 
applicants-declarants at the above-stated addresses, 
and proof of service (by affidavit or, in case of an 
attorney at law, by certificate) should be filed with the 
request. At any time after said date, the application- 
declaration, as filed or as it may be amended, may be 
granted and permitted to become effective as provided 
in Rule 23 of the General Rules and Regulations promul- 
gated under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 20(a) 
and 100 thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or advice as 
to whether a hearing is ordered will receive any notices 
and orders issued in this matter, including the date of 
the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20696 /September 6, 1978 


In the Matter of 


AMERICAN ELECTRIC POWER COMPANY, INC. 
2 Broadway 
New York, New York 10004 


(70-6205) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
COMMON STOCK AT COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that American Electric 
Power Company, Inc. (“AEP”), a registered holding 
company, has filed with this Commission an appli- 
cation-declaration pursuant to the Public Utility 
Holding Company Act of 1935 (“Act”), designating 
Sections 6, 7 and 12(c) of the Act and Rules 42 and 50 
promulgated thereunder as applicable to the proposed 
transaction. All interested persons are referred to the 
application-declaration, which is summarized below, 
for a complete statement of the proposed transaction. 


AEP proposes to issue and sell up to 6,000,000 shares of 
its authorized but unissued common stock, par value 
$6.50 per share, at competitive bidding. It is stated that 
the proceeds from the sale of such stock will be used to 
repay, at or before maturity, an equivalent amount of 
AEP’s short term indebtedness. As of August 23, 1978, 
AEP’s short term debt was $50,140,000, and it is esti- 
mated that such short term debt will be $140,000,000 as 
of the anticipated date of sale of such stock. 


The fees and expenses to be incurred in connection with 
the proposed transaction will be supplied by 
amendment. No state commission and no federal com- 
mission, other than this Commission, has jurisdiction 
over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than October 5, 1978, request in writing 
that a hearing be held on such matter, stating the nature 
of his interest, the reasons for such request, and the 
issues of fact or law raised by said application- 
declaration which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
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addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail upon the 
applicant-declarant at the above-stated address, and 
proof of service (by affidavit or, in case of an attorney at 
law, by certificate) should be filed with the request. At 
any time after said date, the application-declaration, as 
filed or as it may be amended, may be granted and per- 
mitted to become effective as provided in Rule 23 of the 
General Rules and Regulations promulgated under the 
Act, or the Commission may grant exemption from such 
rules as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. Persons 
who request a hearing or advice as to whether a hearing 
is ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20597 /September 6, 1978 


In the Matter of 


OHIO EDISON COMPANY 
Akron, Ohio 


(70-6189) 


ORDER AUTHORIZING ISSUANCE AND SALE OF PRE- 
FERRED STOCK AT COMPETITIVE BIDDING 


Ohio Edison Company (“Ohio Edison’), a registered 
holding company, has filed with this Commisssion an 
application-declaration and amendments thereto pur- 
suant to Sections 6, 7 and 12(c) of the Public Utility 
Holding Company Act of 1935 and Rules 42 and 50 
promulgated thereunder concerning the following pro- 
posed transactions. 


Ohio Edison Company proposes to issue and sell, 
subject to the competitive bidding requirements of Rule 
50 under the Act, up to 450,000 shares of a new series of 
its authorized Preferred Stock, $100 par value. The divi- 
dend rate (which shall be a multiple of .04%) and the 
purchase price (which shall be not less than 100% nor 
more than 102.75% of par, plus accrued dividends) will 
be determined by competitive bidding. Such proposals 
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shall also specify separately (and not take such amount 
into account in specifying the purchase price of the 
Preferred Stock) the amount to be paid as underwriting 
compensation if the purchaser or purchasers thereof 
propose to make a public offering. 


The new Preferred Stock will be identical in all respects 
to the presently outstanding shares of Ohio Edison Pre- 
ferred Stock, except as to rate of dividend and dividend 
payment dates, terms of redemption, amount payable 
on voluntary liquidation and sinking fund requirements, 
if any, which will be determined prior to issue. No 
shares of the new Preferred Stock will be redeemable 
prior to September 1, 1983, if the redemption is for the 
purpose or in anticipation of refunding such shares 
directly or indirectly through the issuance of debt or 
stock ranking equally with or prior to the new series of 
Preferred Stock if such debt or stock has an effective 
interest cost or dividend cost less than the effective 
dividend cost to Ohio Edison of the new series of Pre- 
ferred Stock. Ohio Edison anticipates that it may 
become necessary to include in the terms of the new 
Preferred Stock a provision for a sinking fund pursuant 
to which it will be required, beginning in 1983, to retire 
up to 5% of the shares of the new Preferred Stock 
annually. 


The proceeds from the sale of the new Preferred Stock 
are to provide funds to reduce unsecured short-term 
debt (estimated to aggregate $60,000,000 at the time of 
such issue) and to provide funds for its construction 
program which is estimated at $381,635,000 for 1978. 


The fees and expenses to be incurred in connection with 
the proposed transaction are estimated at $200,000, 
including printing fees of $55,000, accounting fees of 
$52,000, and attorneys’ fees of $25,000. The fees of 
counsel for the underwriters, to be paid by the success- 
ful bidders, are estimated at $17,500. The Public 
Utilities Commission of Ohio has authorized the pro- 
posed transaction. No other state commission and no 
federal commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 20651), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, it 
is hereby found that the applicable standards of the Act 
and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application- 
declaration, as amended, be granted and permitted to 
become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 





declaration, as amended, be, and it hereby is, granted 
and permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rules 24 and 50 
promulgated under the Act. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HQLDING COMPANY ACT OF 1935 
Release No. 20698 /September 6, 1978 


In the Matter of 


THE SOUTHERN COMPANY 
Atlanta, Georgia 


ALABAMA POWER COMPANY 
GEORGIA POWER COMPANY 


GULF POWER COMPANY 


MISSISSIPP! POWER COMPANY 

SOUTHERN COMPANY SERVICES, INC. 
SOUTHERN ELECTRIC GENERATING COMPANY 
(70-6196) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
COMMON STOCK PURSUANT TO THE SYSTEM’S 
EMPLOYEE STOCK OWNERSHIP PLAN 


The Southern Company (“Southern”), a registered 
holding company, and its above-named subsidiary 
companies have filed an application-declaration with 
this Commission pursuant to Sections 6(a), 7, 9(a), and 
10 of the Public Utility Holding Company Act of 1935 
(“Act”) and Rule 50(a)(5) promulgated thereunder 
regarding the following proposed transactions. 


Southern proposes to issue and sell from time to time 
through October 15, 1980, a maximum of $30,000,000 of 
its authorized but unissued common stock, par value $5 
per share, in order to provide common stock to fund The 


Employee Stock Ownership Plan of Southern Company 
System (‘Plan’). Southern intends to apply the 
proceeds from thé proposed sale of the common stock 
for further equity investments as authorized by this 
Commission (HCAR No. 20469), for other corporate 
purposes, and as may be subsequently authorized. 


The application-declaration states that in order to 
encourage and assist employees of Southern’s subsidi- 
aries to acquire ownership of Southern’s common stock 
and thereby promote in the employees a strong interest 
in the successful operation of The Southern Company 
System, Southern Company Services, Inc., Alabama 
Power Company, Georgia Power Company, Gulf Power 
Company, Mississippi Power Company, and Southern 
Electric Generating Company (the “Employing 
Companies”) have adopted the Plan, effective January 
1, 1976, in accordance with Section 301(d) of the Tax 
Reduction Act of 1975, as amended, and Section 401(a) 
of the Internal Revenue Code of 1954, as amended 
(HCAR No. 20165). The Employing Companies have 
agreed to contribute to the Trust with respect to each 
calendar year common stock of Southern (or cash to be 
used to purchase such common stock) having an 
aggregate value equa! to 1% of the amount of their 
qualified investment in property in respect of which 
investment tax credit has been claimed by the 
Employing Companies in their consolidated federal 
income tax return for that year. Contributions with 
respect to any Plan year may be reduced by limited 
amounts equal to certain expenses incurred in 
establishing and administering the Plan. 


Under the Plan, the Employing Companies will, in each 
calendar year, obligate themselves to contribute cash or 
common stock of Southern having an aggregate value 
equal to 1% of the amount of their qualified investment 
in property in respect of which investment tax credit has 
been claimed by the Employing Companies in their 
consolidated Federal income tax return for the 
preceding year. The Plan will be administered by the 
Plan Committee, the members of which are appointed 
by the Board of Directors of Southern Company 
Services, Inc. Contributed cash and common stock will 
be held in trust (the ‘“‘Trust’”’) under the Employees’ Stock 
Ownership Plan Agreement of Trust for the benefit of 
participating employees of the Employing Companies. 
Generally, each employee who has been employed at 
least one year and who is at least twenty-five years of 
age automatically participates in the Plan. (Union 
employees participate in the Plan only if their union 
representative and the Employing Company so agree.) 


Cash contributed under the Plan is to be primarily 
invested in common stock of Southern. In addition, 
cash dividends paid on the common stock of Southern 
heldinthe Trust will, unless a participant elects to have 
dividends allocated to his account paid to him currently, 
be reinvested in additional shares of Southern’s 
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common stock. Common stock which the Employing 
Companies contribute to the Trust, as well as common 
stock purchased by the Trust, may be purchased on the 
open market or by private purchase, including 
purchases directly from Southern. The purchase price 
per share of common stock purchased by the Employing 
Companies or by the Trust (with contributed cash) will: 
(a) if the stock is purchased on the open market, be the 
market price thereof; (b) if the stock is purchased 
directly from Southern, be either (1) an amount equal to 
the closing price of Southern’s common stock on the 
New York Stock Exchange for the trading day 
immediately preceding the date of purchase, or (2) the 
20-Day Average, or (3) such other price, if any, as may be 
prescribed by statute or required by the Internal 
Revenue Service in rules or regulations relating to plans 
similar to the Plan; and (c) if the stock is purchased 
privately other than from Southern, be no greater than 
the last sale price or highest current independent bid 
price, whichever is higher. In reinvesting cash dividends 
allocated to a participant’s account, the Trust may 
purchase common stock under Southern’s Dividend 
Reinvestment and Stock Purchase Plan (at the price 
provided for in such plan), on the open market, or by 
private purchase, including purchases directly from 
Southern (at fair market value of such common stock). 


All costs of establishment and administration of the 
Plan and the Trust, in excess of those costs allowed by 
the Tax Reduction Act of 1975, as amended, to be with- 
held from contributions or to be paid by the Trust, will 
be paid by the Employing Companies. 


Under the Plan, the number of shares allocated to a 
participating employee’s account with respect to any 
calendar year will generally be an amount which bears 
the same relation to the aggregate amount of all shares 
to be allocated with respect to that year as the amount of 
compensation (up to $100,000) actually paid to such 
participating employee during that year bears to the 
total competition (up to $100,000 for each participating 
employee) paid to all participating employees during 
that year. Amounts credited to the account of a partici- 
pant under the Plan shall be fully vested and nonforfeit- 
able. Participants in the Plan are not allowed to make 
contributions thereto on their own behalf. Participants 
in the Plan (or their beneficiaries) receive the shares 
held in the Trust for their benefit only in the event that 
the participant ceases to be an employee or upon the 
showing by a participant of an unusual or special situ- 
ation in his fir -ncial affairs requiring the withdrawal of 
shares. 


Each employee who is a participant in the Plan will be 
entitled to direct the manner in which voting rights on 
shares of common stock credited to his or her account 
under the Plan are to be exercised. Shares for which 
voting instructions are not received will not be voted. 
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It is stated that no state or federal commission, other 
than this Commission, has jurisdiction over the pro- 
posed transactions. 


Due notice of the filing of the application-declaration © 
has been given in the manner prescribed in Rule 23 pro- 
mulgated under the Act (HCAR No. 20669), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, it 
is hereby found that the applicable standards of the Act 
and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application- 
declaration be granted and permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, be, and it hereby is, granted and permitted 
to become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under the 
Act. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20699 /September 7, 1978 


SEE 


SECURITIES ACT OF 1933 
Release No. 5973/September 7, 1978 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20700 /September 7, 1978 


In the Matter of 


INDIANA & MICHIGAN ELECTRIC COMPANY 
Fort Wayne, Indiana 


(70-6195) 





ORDER AUTHORIZING ISSUANCE AND SALE OF 
NOTES TO BANKS AND A COMMERCIAL PAPER 
DEALER AND GRANTING EXEMPTION FROM 
COMPETITIVE BIDDING 


Indiana & Michigan Electric Company (“l&M”), an 
electric utility subsidiary company of American Electric 
Power Company, Inc., a registered holding company, 
has filed with this Commission an application pursuant 
to Section 6(b) of the Public Utility Holding Company 
Act of 1935 (“Act”) and Rules 50(a)(2) and 50(a)(5) pro- 
mulgated thereunder concerning the following pro- 
posed transaction. 


1&M requests that from the date of the granting of this 
application to January 1, 1980, the exemption from the 
provisions of Section 6(a) of the Act afforded to it by the 
first sentence of Section 6(b) of the Act, relating to the 
issuance of short-term notes, by increased to the extent 
necessary to cover the issuance and sale of notes to 
banks and commercial paper to a dealer in commercial 
paper in an aggregate amount not to exceed 
$125,000,000, all such indebtedness to mature not later 
than June 30, 1980. As of June 30, 1978, |&M had 
$47,600,000 aggregate principal amount of short-term 
debt outstanding. 


1&M’s Amended Articles of Acceptance provide, inter 
alia, that 1&M may not, without the consent of the 
holders of a majority of the total number of shares of 
cumulative preferred stock of all series then 
outstanding, issue any unsecured debt securities, as 
defined therein, if immediately after such issuance the 
total principal amount of all such unsecured debt 
securities (other than long-term unsecured debt 
securities not in excess of 10% of the capitalization of 
1&M) issued by |1&M would exceed 10% of the capitali- 
zation of 1&M. 1&M received the consent of such holders 
of the cumulative preferred stock at a special meeting of 
shareholders held on October 13, 1976, at which 
meeting |&M was authorized to incur additional short- 
term debt in excess of 10% (but together with long-term 
unsecured indebtedness outstanding at the time of any 
computation not in excess of 20%) of the capitalization 
of 1&M through December 30, 1980, with all such excess 
short-term debt maturing not later than June 30, 1981. 


It is stated that 1&M has lines of credit with 39 named 
banks which total $295,990,000. For purposes of 
borrowing, these banks are of three classes. Each note 
to be issued toa Class | banks will mature not more than 
270 days after the date of issuance or renewal thereof, 
and will be prepayable at any time without premium or 
penalty. 1&M’s credit arrangements with these banks 
require it to maintain compensating balances equal to a 
percentage of the line of credit made available by the 
bank plus a percentage of any amount actually borrowed 
(generally not in excess of 10% of the line of credit and 
10% of the amount borrowed). In most cases 1&M main- 


tains deposit balances for its operational and financial 
needs in amounts sufficient to satisfy any compen- 
sating balances required with respect to borrowings 
from such banks. Borrowings from a Class | bank would 
generally bear interest at an annual rate not greater than 
the bank’s prime commercial rate in effect from time to 
time. 


Each note to be issued to a Class II bank will mature not 
more than 90 days after the date of issuance or renewal 
thereof, and will be prepayable at any time without 
premium or penalty. 1&M’s credit arrangements with 
these banks require it to maintain compensating 
balances of 5% of the line of credit and to pay a fee equal 
to 4% of the bank’s prime commercial rate then in effect 
on the size of the line. The combination of 5% compen- 
sating balances and a fee is generally equivalent to 
compensating balances not in excess of 10% of the line 
of credit made available. In addition, !&M must pay 
interest at the rate of 108.5% of the bank’s prime 
commercial rate then in effect on the borrowings. It is 
stated that if the balances maintained and the fees paid 
by 1&M with and to the Class | and Il banks were main- 
tained and paid solely to fulfill requirements for 
borrowings by !&M, the effective annual interest cost 
under either such arrangement, assuming full use of the 
line of credit, would not exceed 125% of the prime 
commercial rate in effect from time to time, or not more 
than 11.25% on the basis of a prime commercial rate of 
9.0%. 


With respect to the Class Ill ae 1&M has a money 


market facility at each of two hamed banks in an 
aggregate amount of $25,000,000. These money market 
facilities do not represent a formal commitment or 
engagement by these banks to 1&M, but represent 
merely the ability of 1&M to request unsecured 
borrowings, in the form of promissory notes, on a case- 
by-case basis. These money market facilities are avail- 
able for unsecured borrowings in domestic dollars 
and/orin Eurodollars for periods of up to 180 days after 
the date of issuance, and any such borrowings will be 
prepayable at any time without premium or penalty. No 
compensating balances are required. The interest rate, 
which is presently to be negotiated on a case-by-case 
basis (using a 360 day year), is pegged to either the 
London Interbank Offering Rate plus a designated per- 
cent, if the borrowings are made in Eurodollars, or toa 
designated percent of the bank’s prime rate, if the 
borrowings are made in domestic dollars. It is stated 
that interest rates on these notes will be lower than the 
effective interest rates for borrowings made from Class | 
and II banks, including the effect of any compensating 
balances and fees paid. 


It is further proposed that commercial paper will be sold 
directly by 1&M to Lehman Commercial Paper 
incorporated (the “Dealer’”’). The commercial paper will 
consist of promissory notes in denominations of not 
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less than $50,000 nor more than $5,000,000, of varying 
maturities, with no maturity more than 270 days after 
the date of issue; such notes will not be repayable prior 
to maturity and will be sold at a discount rate not in 
excess of the discount rate per annum prevailing at the 
time of issuance for commercial paper of comparable 
quality and maturity. No commercial paper will be 
issued having a maturity of more than 90 days if such 
commercial paper would have an effective interest cost 
to 1&M which exceeds the effective interest cost at 
which 1&M could borrow from commercial banks. The 
Dealer will reoffer the commercial paper, at a discount 
rate 1/8 of 1% per annum less than the discount rate at 
which such notes were purchased from l&M, to not more 
than 200 of the Dealer’s customers designated in a non- 
public list prepared by the Dealer in advance. No sales of 
such commercial paper will be made to any customer 
unless that customer has received up-to-date reports as 
to the credit position of I1&M. It is expected that the 
Dealer’s customers will hold such commercial paper to 
maturity; but if any such customer wishes to resell |&M 
commercial paper prior to maturity, the Dealer, pur- 
suant to averbal repurchase agreement, will repurchase 
the commercial paper and reoffer it to other customers 
on its non-public list. 


The proceeds from the issue and sale of the notes will be 
used by I&M to reimburse its treasury for past 
expenditures made in connection with its construction 
program and to pay part of the cost of its future 
construction program. |&M estimates its construction 
expenditures for the year 1978 and 1979 at $450,000,000 
(exclusive of the expenditures of its generating subsi- 
diary). 


1&M claims exemption from the competitive bidding 
requirements of Rule 50 for the proposed issuance of 
notes to banks pursuant to paragraph (a)(2) thereof. 
Additionally, 1&M requests exemption from the 
competitive bidding requirements of Rule 50 for the pro- 
posed issue and sale of its commercial paper pursuant 
to paragraph (a)(5) thereof. 


The fees and expenses to be incurred in connection with 
the proposed transaction are estimated at $12,000. No 
state commission and no federal commission, other 
than this Commission, has jurisdiction over the pro- 
posed transaction. 


Due notice of the filing of said application has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20665), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said application be granted: 
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IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application be, 
and it hereby is, granted, subject to the terms and | 
conditions prescribed in Rule 24 promulgated under the » 
Act, except that certificates thereunder shall be filed « 
quarterly. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20701 /September 7, 1978 


In the Matter of 


GULF POWER COMPANY 
Pensacola, Florida 


(70-6197) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
FIRST MORTGAGE BONDS AT COMPETITIVE BIDDING 


Gulf Power Company (“Gulf”), an electric utility sub- 
sidiary of The Southern Company, a registered holding 
company, has filed an application-declaration and 
amendments thereto with this Commission pursuant to 
Sections 6(a) and 7 of the Public Utility Holding 
Company Act of 1935 (“Act”) and Rule 50 promulgated 
thereunder as applicable to the proposed transaction. 


Gulf proposes to issue up to $25,000,000 principal 
amount of its first mortgage bonds of a series having a 
term of not less than five years nor more than thirty 
years (“Bonds”) and to sell such securities at competi- 
tive bidding for a price to Gulf of not less than 98% nor 
more than 101% % of the principal amount thereof plus 
accrued interest. 


The Bonds will be issued under the Indenture dated as of 
September 1, 1941, between Gulf and The Chase Man- 
hattan Bank (National Association) and The Citizens & 
Peoples National Bank of Pensacola, as Trustees, as 
heretofore supplemented by various indentures supple- 
mental thereto and as to be further supplemented by a 
Supplemental Indenture to be dated as of September 1, 
1978. 


Gulf states that it is difficult to determine, under present 
bond market conditions, whether it would be more 





advantageous to sell Bonds having a 30-year or some 
shorter term. It is proposed, therefore, that Gulf decide 
on the term of the Bonds after the date of public invi- 
tation for proposals and then notify prospective bidders 
by telephone, confirmed in writing, of its decision, not 
less than 72 hours prior to the time of the bidding. 


Gulf proposes to use the proceeds from the sale of the 
Bonds, along with other funds, in financing its 1978 
construction program, to retire $1,631,000 principal 
amount of first mortgage bonds in April, 1978 and to 
reduce notes payable. Other funds used or currently 
proposed to be used for such purposes include (1) 
$9,000,000 of additional equity funds from Southern, (2) 
$1,500,000 of funds received in April, 1978 from 
pollution control obligations issued by a public 
authority to finance certain of Gulf’s pollution control 
facilities and (3) funds expected to be accumulated from 
internal sources. 


Gulf estimates that*‘no additional financing will be 
required for construction purposes during 1978 except 
for the issuance of short-term notes payable to be made 
after the sale of the Bonds. It is estimated that no short- 
term notes payable will be outstanding at December 31, 
1978. 


The fees and expenses to be incurred in connection with 
the proposed transaction are estimated at $192,000, 
including legal fees of $22,500 and accounting fees of 
$21,500. The fee of counsel for the purchasers of the 
Bonds is estimated at $15,000 and will be paid by the 
successful bidders. The proposed transaction is subject 
to the jurisdiction of the Florida Public Service 
Commission. It is stated that no other state commission 
and no federal commission, other than this 
Commission, has jurisdiction over the proposed trans- 
action. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 pro- 
mulgated under the Act (HCAR No. 20667), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, it 
is hereby found that the applicable standards of the Act 
and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application- 
declaration, as amended, be granted and permitted to 
become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended, be, and it hereby is, granted 
and permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 promul- 
gated under the Act. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George. A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 10387 /September 1, 1978 


In the Matter of 


CONTINENTAL ASSURANCE COMPANY 


and 


CONTINENTAL ASSURANCE COMPANY SEPARATE 
ACCOUNT (B) 

CNA Plaza 

Chicago, Illinois 


(812-4142) 


NOTICE OF APPLICATION PURSUANT TO SECTION 
6(c) OF THE ACT FOR AN ORDER EXEMPTION FROM 
THE PROVISIONS OF SECTIONS 22(c) OF THE ACT 
FOR AN ORDER OF EXEMPTION FROM THE 
PROVISIONS OF SECTIONS 22(e), 27(c)(1) and 27(d) 
OF THE ACT 


NOTICE IS HEREBY GIVEN that Continental Assurance 
Company and Continental Assurance Company 
Separate Account (B) (hereinafter collectively referred 
toas “Applicants”), filed an application on June 2, 1977, 
and an amendment thereto on August 7, 1978, pursuant 
to Section 6(c) of the Act for an order exempting 
Applicants from the provisions of Sections 22(e), 
27(c)(1) and 27(d) of the Act to the extent necessary to 
permit compliance by Applicants with certain 
provisions of the Education Code of the State of Texas. 
All interested persons are referred to the application on 
file with the Commission for a statement of the 
representations therein which are summarized below. 


Continental Assurance Company Separate Account (B) 
(“SAB”) was established in connection with the sale of 
certain variable annuity contracts ( the “Contracts”). 
Continental Assurance Company allocates to SAB net 
purchase payments received under the Contracts which 
are designed and offered for annuity purchase plans 
adopted by public school systems and certain tax 
exempt organizations pursuant to Section 403(b) of the 
Internal Revenue Code. SAB is registered under the Act 
as an open-end diversified management investment 
company. 
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in 1967, the State of Texas directed the governing 
boards of all Texas institutions of higher education to 
make available to certain employees an Optional 
Retirement Program (‘‘Program’’), codified as 
Subchapter G of Chapter 51 of the Texas Education 
Code. The statute provides as the funding media for the 
Program fixed or variable annuity contracts purchased 
from any insurance or annuity company qualified to do 
business in Texas. In 1973, the Texas legislature made 
two amendments in the Program legislation, which 
amendments became effective on June 14, 1973. The 
statutory definition of the Program was amended to 
provide that the benefits of such annuities are to be 
available only upon termination of employment in the 
Texas public institutions of higher education, 
retirement, death or total disability of the participant. 
The other amendment added a new Section 51.358 to 
Subchapter G which also provides that the benefits of 
such annuities will be available only if the participant 
dies, terminates his employment due to total disability, 
accepts retirement, or terminates employment in the 
Texas public institutions of higher education. 


Because of uncertainty regarding the effect of these 
amendments, the University of Texas System 
(“System”) requested the opinion of the Attorney 
General of Texas with respect to several questions 
concerning such amendments. The Attorney General 
rendered an opinion dated February 18, 1975, in 
response to the the System’s letter. The Attorney 
General interpreted Section 51.368 to prohibit 
provisions in a variable annuity contract issued in 
connection with the Program on or after June 14, 1973, 
which provide for making available the redemption value 
of such contract prior to the occurrence of one of the 
conditions specified in the statute, i.e., termination of 
employment, retirement, death or total disability. 
Moreover, the opinion further stated that the 
prohibitions of Section 51.358 were impliedly in effect 
upon the establishment of the Program (in 1967) and 
that notwithstanding any language which may be 
contained in existing contracts, a participant in the 
program has never had the right to redeem his annuity 
contract otherwise than in accordance with the 
limitations described above. The opinion did not affect 
the right of a participant to transfer the redemption value 
of his annuity contract from one carrier to another; 
accordingly, the granting of the relief requested in the 
application would no affect such right. 


Sections 27(c)(1), 22(e) and 27(d) 


Section 27(c)(1) of the Act makes it unlawful for any 
registered investment company issuing periodic 
payment plan certificates, or for any depositor of or 


underwriter for such company, to sell any such 
certificate unless such certificate is a redeemable 
security. Section 2(a)(32) of the Act defines 
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“redeemable security” to mean any security under the 
terms of which the holder upon its presentation to the 
issuer or to a person designated by the issuer is entitled 
to receive approximately his proportionate share of the « 
issuer's current net assets, or the cash equivalent” 

thereof. 


Section 22(e) of the Act provides that no registered 
investment company shall suspend the right of 
redemption or postpone the date of payment or 
satisfaction upon redemption of any redeemable 
security in accordance with its terms for more than 
seven days after the tender of such security to the 
company or its agent designated for that purpose for 
redemption except in certain prescribed circumstances. 


Section 27(d) of the Act makes it unlawful for any 
registered investment company issuing periodic 
payment plan certificates, or for any depositor of or 
underwriter for such company, to sell any such 
certificate unless the certificate provides that the holder 
thereof may surrender the certificate at any time within 
the first eighteen months after the issuance of the 
certificate and receive in payment thereof, in cash, the 
sum of (1) the value of his account, (2) an amount, from 
such underwriter or depositor, equal to that part of the 
excess paid for sales loading which is over 15 per 
centum of the gross payments made by the certificate 
holder. 


Applicants request exemptions from the provisions of 
Sections 22(e), 27(c)(1) and 27(d) of the Act to the extent 
necessary to permit compliance with Section 51.358 as 
it pertains to (i) redemption values under Contracts 
issued to participants in the Program subsequent to the 
date of such exemptive order and (ii) redemption values 
under Contracts issued prior thereto but attributable to 
payments made subsequent to the date of such order. 


Applicants assert that if such exemptions are not 
granted, persons participating in the Program 
effectively will be denied an opportunity to select as a 
funding medium for their retirement benefits one of two 
funding media (the other being fixed annuity contracts) 
specifically provided in the Texas statute for such 
purpose. Additionally, participants will be unable to 
obtain the State’s matching contributions for the 
purchase of an equity-based retirement vehicle. In this 
respect, the Attorney General’s opinion indicated that 
these matching contributions will encourage participa- 
tion in the retirement plan but that unrestricted 
withdrawals prior to retirement might be detrimental to 
an effective retirement vehicle. In view of the foregoing, 
Applicants assert that the Commission should grant the 
requested exemptions because: (1) the limited 
restriction on redemption would be voluntarily assumed 
by participants, i.e., eligible employees are not required 
to participate in the Program; (2) the restrictions were 
not formulated nor suggested by Applicants; and (3) 





participants’ relinquishment of the full right of 
redemption is a reasonable requirement in exchange for 
the benefits bestowed by the matching contributions of 
the State of Texas. 


Applicants will ensure that appropriate disclosure is 
made to persons who consider participation in the 
Program, informing them of the restriction on the 
availability of redemption values under Contracts to be 
issued to them. This disclosure will take the form of an 
appropriate reference in each Prospectus to the 
restrictions on redemption of these Contracts, as well 
as requiring each participant, as a part of the 
determination that the sale of these Contracts is 
suitable for that participant, to sign a statement 
indicating that he/she is aware that these restrictions 
will be placed on his/her Contract when it is issued. In 
addition, Applicants will review all sales literature that 
is to be used in conjunction with the sales of these 
contracts for the existence of material representations 
that are inconsistent with the restrictions to be placed 
on these contracts and will instruct the salespeople 
involved in soliciting in this market specifically to bring 
this restriction to the attention of the potential 
participants. 


Section 6(c) authorizes the Commission to exempt any 
person, security or transaction or any class or classes of 
persons, securities or transactions, from the provisions 
of the Act and Rules promulgated thereunder if and to 
the extent that such exemption is necessary or 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 


NOTICE IS FURTHE GIVEN that any interested person 
may, not later than September 26, 1978, at 5:30 p.m. 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as to 
the nature of his interest, the reason for such request, 
and the issues, if any, of fact or law proposed to be 
controverted, or he may request that he be notified if the 
Commission should order a hearing thereon. Any such 
communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicants at the address 
stated above. Proof of such service (by affidavit, or in 
the case of an attorney at law, by certificate) shall be 
filed contemporaneously with the request. As provided 
by Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application will 
be issued as of course following September 26, 1978, 
unless the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to whethera 
hearing is ordered, will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 10388/September 1, 1978 


In the Matter of 
TRUSTEES’ EQUITY FUND, INC. 


WINDSOR FUND, INC. 
P.O. Box 1100 
Valley Forge, Pennsylvania 19482 


(812-4317) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 17(b) OF THE ACT FOR AN ORDER 
EXEMPTING A PROPOSED TRANSACTION FROM 
SECTION 17(a) OF THE ACT 


NOTICE IS HEREBY GIVEN that Trustees’ Equity Fund, 
Inc. (“Trustees’ Equity”) and Windsor Fund, Inc. 
(“Windsor”), both registered under the Investment 
Company Act of 1940 (“Act”) as open-end, diversified 
management investment companies (“Applicants”), 
filed an application on May 30, 1978, and an 
amendment thereto on August 7, 1978, pursuant to 
Section 17(b) of the Act for an order exempting from the 
provisions of Section 17(a) of the Act the proposed sale 
by Trustees’ Equity of substantially all of its assets to 
Windsor in exchange for shares of Windsor. All 
interested persons are referred to the application on file 
with the Commission for a statement of the 
representations contained therein, which are summar- 
ized below. 


Applicants state that Trustees’ Equity was organized in 
1966 and that Wellington Management Company has 
served as Trustees’ Equity’s investment adviser since 
August 1, 1968. Currently, Wellington Management 
Company receives an annual basic advisory fee which 
may not exceed .325% of Trustees’ Equity’s average net 
assets. The basic fee may be increased or decreased 
depending on Trustees’ Equity’s investment perfor- 
mance relative to the Standard & Poor’s 500 Composite 
Stock Index (‘‘S & P Index”). Applicants represent that 
Trustees’ Equity’s investment objective is to realize 
long-term investment return by investing in common 
stocks. Current income is a secondary factor. Trustees’ 
Equity is designed for tax-exempt investors, pension 
and profit sharing plans, retirement plans under the 
Keogh Act, and charitable, educational, and religious 
organizations. 
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Applicants state that Windsor was organized in 1958 
and that Wellington Management Company has served 
as Windsor’s investment adviser since Windsor’s 
inception. Currently, Wellington Management company 
receives an annual basic advisory fee which may not 
exceed .350% of Windsor’s average net assets. Such fee 
is scaled down at various asset levels. Applicants state 
that Windsor’s previous investment advisory agreement 
provided for an investment performance adjustment 
formula identical to that applicable to Trustees’ Equity. 
On May 18, 1978, Windsor’s Board of Directors approved 
anew investment advisory agreement with Wellington 
Management Company which went into effect on 
August 1, 1978. This agreement provides for a slightly 
higher advisory fee rate at Windsor’s present asset 
levels and a change in the performance adjustment 
formula. Applicants represent that Windsor’s invest- 
ment objective is to seek long-term growth of capital 
and income by investing primarily in equity securities. 
As a secondary objective, Windsor also endeavors to 
provide current income. 


Applicants further state that Trustees’ Equity and 
Windsor are both members of the Vanguard Group of 
investment companies (‘‘Vanguard Funds’’). The 
Directors of Trustees’ Equity and Windsor are identical. 
With certain minor exceptions, such Directors also 
serve as Directors of the other Vanguard Funds, as well 
as the Directors of The Vanguard Group, Inc., a 
corporation organized by the Vanguard Funds to provide 
them with corporate management and administrative 
services at cost. The officers of Trustees’ Equity, 
Windsor, The Vanguard Group, Inc. and the other 
Vanguard Funds are identical. Accordingly, Applicants 
state that they may be deemed to be under common 
control and, therefore, that they may be affiliated 
persons of each other. Section 2(a)(3)(C) of the Act 
defines affiliated person of another person to include 
any person under common control with such other 
person. 


Windsor and Trustees’ Equity state that they have 
entered into Articles of Transfer and Agreement and 
Plan of Reorganization, dated April 20, 1978 
(“Agreement”), providing for the acquisition by Windsor 
of substantially all the assets of Trustees’ Equity in 
exchange for shares of Windsor, and for the liquidation 
and subsequent dissolution of Trustees’ Equity. 
Applicants state that the reorganization is contingent 
upon receipt of either a ruling from the Internal Revenue 
Service or an opinion of counsel to the Applicants, to 
the effect that such acquisition will constitute a tax-free 
reorganization, and that no gain or loss will be 
recognized by Applicants or their shareholders as a 
result of the transaction. The Agreement is subject to 
approval by the affirmative vote of at least a majority of 
the outstanding shares of Trustees’ Equity. Applicants 
represent that a special meeting of shareholders of 
Trustees’ Equity will be held on September 29, 1978, to 
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vote upon the Agreement and that if it is approved, the 
reorganization is expected to be consummated on the 
same day, although a later date may be mutually agreed 


( 


upon by the parties. 


The Agreement provides that the number of shares of 
Windsor to be issued to shareholders of Trustees’ 
Equity will be determined on the basis of the relative net 
asset values per share of the funds, computed as of the 
close of the New York Stock Exchange on the day of the 
closing. In computing the net asset value of Trustees’ 
Equity and Windsor for the purpose of the exchange, the 
Applicants have agreed to apply, in part, a tax 
adjustment formula that is based on a practice which 
has been used in the past in connection with similar 
combinations of investment companies in an attempt to 
take into account the potential tax effect of the 
disproportion in realized and unrealized capital gains 
and losses of the combining funds. Applicants 
proposed to use this formula only to reflect the realized 
capital losses which Trustees’ Equity has in its 
portfolio; they do not proposed to make an adjustment 
for the unrealized gains or losses which either fund may 
have. They assert that the impact upon individual 
shareholders of an adjustment for these factors cannot 
be determined with sufficient accuracy. Applicants 
further state that because Windsor has _ realized 
substantial net gains in the current fiscal year, the 
capital losses which Trustees’ Equity would bring to the 
combined fund have an immediate, determinable value 
to Windsor shareholders, and should, therefore, be 
taken into account in calculating the relative asset 


values for purposes of the exchange. Applicants further ~ 


state that as of March 31, 1978, Trustees’ Equity had a 
capital loss carry forward of $5,062,000, of which 
$168,000 would, according to Section 383 of the Code, 
be available to Windsor for purposes of the tax 
adjustment formula. In accordance with the further 
application of the formula, Trustees’ Equity’s 
shareholders would have received, if the reorganization 
had occurred on March 31, 1978, an additional value of 
$32,106, or $.02 per share. 


As of March 31, 1978, Trustees’ Equity had total net 
assets of approximately $11,815,000, 1,372,009 shares 
outstanding and a net asset value per share of $8.61. As 
of the same date, Windsor had total net assets of 
$536 ,178,793, 54,521,413 shares outstanding and a per 
share net asset value of $9.83. Applicants state that if 
the proposed transaction had been consummated on 
March 31, 1978, each share of Trustees’ Equity would 
have been valued, after application of the tax 
adjustment formula, at $8.73 for purposes of computing 
the exchange ratio. Using that value, each share of 
Trustees’ Equity would have been exchanged for 0.8881 
shares of Windsor. 


Applicants state that immediately following the 
closing, Trustees’ Equity will dissolve and distribute pro 





rata to its shareholders of record the shares of Windsor 
received at the closing. Applicants represent that such 
liquidation and distribution will be accomplished by 
establishing open accounts on the share records of 
Windsor in the names of such Trustees’ Equity 
shareholders and representing the respective pro rata 
number of shares of Windsor due such shareholders. 
New certificates will be issued only upon written 
request. 


Applicants state that prior to consummation of the 
transaction Trustees’ Equity intends to sell securities 
with a market value of approximately $3.8 million. .The 
proceeds of such sales will be reinvested in securities 
appropriate for Windsor’s portfolio and transferred to 
Windsor at closing. Trustees’ Equity and Windsor will 
each bear such expenses of entering into and carrying 
out the provisions of the Agreement as will be 
separately incurred by it. The expense of Windsor will 
include legal and accounting fees estimated not to 
exceed $5,000. Trustees’ Equity’s expense will include 
the cost of the special meeting; proxy costs (including 
all costs of solicitation, printing and mailing of a proxy 
statement); the expenses of its proposed liquidation 
and dissolution; legal and accounting fees; and the 
brokerage costs incurred in the realignment of its 
portfolio securities. These expenses are estimated not 
to be in excess of $20,000. 


Section 17(a) of the Act provides, in pertinent part, that 
it is unlawful for any affiliated person of a registered 
investment company, or any affiliated person of sucha 
person, knowingly to sell to or purchase from such 
registered investment company any security or other 
property. Section 17(b) of the Act provides, however, 
that the Commission shall grant an exemption from 
such prohibition if the evidence establishes that the 
terms of the proposed transaction, including the 
consideration to be paid or received, are fair and 
reasonable and do not involve overreaching on the part 
of any person concerned, and that the proposed 
transaction is consistent with the policy of each 
registered investment company concerned and with the 
general purposes of the Act. 


Applicants state that the opposed acquisition may be 
deemed to involve the purchase and sale of securities 
and other property between affiliated registered 
investment companies and, therefore, may be deemed 
to violate Section 17(a) of the Act. However, Applicants 
state that the terms of the Agreement are reasonable 
and fair and do not involve overreaching on the part of 
any person concerned in that Windsor will be issuing its 
shares in exchange for the assets of Trustees’ Equity on 
the basis of their respective net asset values with a 
minor adjustment to account for the potential tax effect 
of the disproportion in realized capital losses of the two 
funds. 


Applicants state that the principal factors contributing 


to the decision of the Board of Directors of Trustees’ 
Equity to merge the fund into another investment 
company was Trusfees’ Equity’s investment record and 
the declining trend in its assets. .Trustees’ Equity’s 
Board of Directors also believes that future prospects 
are for a continued rise in the fund’s expense ratio 
since many of its costs are relatively fixed and it is 
unlikely that the fund’s assets will increase significantly 
during the years ahead. Applicants assert that Windsor 
should, based on past results, provide Trustees’ 
Equity’s shareholders with improved capital perfor- 
mance and an increase in dividend income. Applicants 
further represent that Windsor’s investment objective 
and policies are consistent with those of Trustees’ 
Equity. Applicants also state that although the basic 
advisory fee rate paid by Windsor at lower asset levels is 
higher than the rate applicable to Trustees’ Equity, the 
effective basic fee rate paid by Windsor is lower because 
of its declining fee rate at larger asset levels. Applicants 
represent that the expense ratio for Trustees’ Equity’s 
shareholders will be substantially reduced as 
shareholders of Windsor because of Windsor’s larger 
asset base over which it may spread its operating 
expenses. 


Applicants state that the proposed reorganization will 
also benefit Windsor because it will reduce the expense 
ratio of Windsor to a modest extent by providing a larger 
asset base over which it may spread certain of its fixed 
operating costs. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than September 25, 1978, at 5:30 
p.m., submit to the Commission in writing a request for 
a hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such request, 
and the issues, if any, of fact or law proposed to be 
controverted, or he may request that he be notified if the 
Commission shall order a hearing thereon. Any such 
communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicant at the address 
stated above. Proof of service (by affidavit or, in the case 
of an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulatios promulgated under 
the Act, an order disposing of the application will be 
issued as of course following said date unless the 
Commission thereafter orders a hearing upon request or 
upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing is 
ordered, will receive any notices and orders issued in 
this matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 
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George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10389/September 7, 1978 


SEE 


SECURITIES ACT OF 1933 
Release No. 5973/September 7, 1978 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10390/September 7, 1978 


In the Matter of 


NATIONAL AVIATION & TECHNOLOGY CORPORA- 
TION 

630 Fifth Avenue 

New York, New York 10020 


(812-4305) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING PROPOSED TRANSACTION FROM 
SECTION 17(a) OF THE ACT AND PURSUANT TO 
SECTION 17(d) OF THE ACT AND RULE 17d-1 
THEREUNDER PERMITTING PROPOSED TRANSAC- 
TION 


National Aviation & Technology Corporation (“Appli- 
cant”), a closed-end investment company registered 
under the Investment Company Act of 1940 (‘‘Act”), filed 
an application on May 8, 1978, and an amendment 
thereto on July 31, 1978, for an order pursuant to 
Section 17(b) of the Act exempting from the provisions 
of Section 17(a) of the Act the exercise by Applicant of a 
warrant for the purchase of 20,000 shares of common 
stock (“Warrant”) of Evans & Sutherland Computer 
Corporation, and pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder permitting the exercise of the 
Warrant by Applicant. 


On August 11, 1978, a notice was issued (Investment 
Company Act Release No. 10357) of the filing of the 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an order 
disposing of the application would be issued as of 
course unless a hearing should be ordered. No request 
for a hearing has been filed and the commission has not 
ordered a hearing. 


The matter having been considered, it is found that the 
terms of the proposed transaction are reasonable and 
fair and do not involve overreaching on the part of any 
person concerned, that the proposed transaction is 
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consistent with the policies of Applicant and with the 
general purposes of the Act. It is further found that the 
participation of Applicant in the proposed transaction is 
consistent with the provisions, policies and purposes of 
the Act and that Applicant’s participation is not on a 
basis less advantageous than that of other participants. 
Accordingly, 


IT IS ORDERED, pursuant to Section 17(b) of the Act, 
that the proposed exercise by National Aviation & 
Technology Corporation of a warrant for the purchase of 
20,000 shares of common stock of Evans & Sutherland 
Computer Corporation be, and hereby is, exempted 
from the provisions of Section 17(a) of the Act. 


IT IS FURTHER ORDERED, pursuant to Section 17(d) of 
the Act and Rule 17d-1 thereunder, that the application 
to permit the exercise of said warrant by National 
Aviation & Technology Corporation be, and hereby is, 
granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10391/Sept. 6, 1978 


In the Matter of 


SHEPMYERS INVESTMENT COMPANY 
126 Carlisle Street 
Hanover, Pennsylvania 17331 


and 


DREXEL BURNHAM LAMBERT INCORPORATED 
1500 Walnut Street 
Philadelphia, Pennsylvania 19102 


(812-4318) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 10(f) OF THE ACT FOR AN ORDER OF THE 
COMMISSION EXEMPTING TRANSACTIONS FROM 
THE PROVISIONS OF SECTION 10(f) 


NOTICE IS HEREBY GIVEN that Shepmyers Investment 
Company (the “Fund”), a Pennsylvania corporation, and 
Drexel Burnham Lambert Incorporated (the ‘“Adviser’”) 
(hereinafter collectively referred to as the “Applicants”) 
filed an application on May 26, 1978, and an amendment 
thereto on August 30, 1978, pursuant to Section 10(f) of 
the Investment Company Act of 1940 (the “Act”), for an 
order of the Commission exempting certain 
transactions of the Fund from the provisions of Section 





10(f) of the Act so as to permit the Fund to purchase 
Municipal Bonds (as hereinafter defined) in public 
offerings in which the Adviser participates as a principal 
underwriter, subject to certain conditions specified in 
the application and set forth below. All interested 
persons are referred to the application on file with the 
Commission for a statement of the representations 
made therein, which are summarized below. 


The Fund is a diversified, closed-end, management 
investment company registered under the Act. Its 
investment objective is to provide shareholders with as 
high a level of income exempt from federal income tax 
as is consistent with the preservation of capital. In 
seeking this objective, the Fund proposes to invest all of 
its assets in a portfolio consisting of debt obligations 
issued by states, territories and possessions of the 
United States and the District of Columbia and their 
political subdivisions, duly constituted authorities and 
corporations, the interest on which is exempt from 
federal income tax (such obligations being referred to 
hereinafter as “Municipal Bonds’). The Adviser acts as 
investment adviser for the Fund. 


The Adviser states that it participates as an underwriter 
in asubstantial number of public offerings of Municipal 
Bonds. Section 10(f) of the Act, in pertinent part, 
provides that no registered investment company shall 
knowingly purchase or acquire, during the existence of 
any underwriting or selling syndicate, any security a 
principal underwriter of which is an officer, director, 
investment adviser or employee of such investment 
company, or is a person of which any such officer, 
director, investment adviser or employee is an affiliated 
person. That section further provides that the 
Commission, by rules or regulations upon its own 
motion or by order upon application, may exempt any 
transaction or classes of transactions from the 
restrictions contained therein to the extent such 
exemption is consistent with the protection of 
investors. 


Pursuant to the rulemaking authority granted by Section 
10(f), the Commission adopted Rule 10f-3 in 1958. That 
rule provides that a purchase of securities by a 
registered investment company prohibited by Section 
10(f) of the Act shall be exempt from the provisions of 
that Section if certain conditions are satisfied. The 
Applicants submit the Rule 10f-3 was designed for 
underwritten offerings of corporate equity and debt 
securities, whereas they intend to invest primarily in 
Municipal Bonds. They assert that underwritten 
offerings of Municipal Bonds are conducted under 
different terms and conditions than corporate 
underwritings and for several reasons do not fit within 
the framework of Rule 10f-3. For example, there is no 
registration requirement for Municipal Bonds under the 
Securities Act of 1933; such registration is one of the 
conditions precedent to the availability of the 


exemption provided for by Rule 10f-3. Therefore, the 
Fund will be precluded from being able to take 
advantage of the exemption afforded by the Rule, and 
will be unable to purchase Municipal Bonds in. public 
offerings in which the Adviser participates as a 
“principal underwriter,” as such term is defined in 
Section 2(a)(29) of the Act. 


It is the Applicants’ contention, as stated in its 
application, that, due to the special nature of the 
Municipal Bond Market and its emphasis on 
distributions through underwriting syndicates, the 
Fund must have access to the primary underwriting 
market in order to obtain best price and execution in the 
accumulation of portfolio securities. Because of the 
substantial participation of the Adviser in these 
underwritings, the Applicants believe that the 
prohibitions of Section 10(f) would, unless modified, 
prejudice the Fund by precluding access to a significant 
portion of the Municipal Bond Market. The Applicants 
State that, although there may be a large secondary 
market in Municipal Bonds, this secondary market lacks 
the depth and liquidity of the corporate bond or 
short-term securities market and is more susceptible to 
sharp price fluctuations. 


In order for the Fund to participate in public offerings of 
Municipal Bonds in which the Adviser is a “principal 
underwriter”, the Applicants seek an order of the 
Commission exempting its proposed future purchases 
of Municipal Bonds from Section 10(f) on the basis of 
the terms set forth below, which are discussed in the 
application. These terms are based upon Rule 10f-3 
revised for the purposes of the requested exemptive 
order to reflect the special nature of the Municipal Bond 
Market. 


Terms of the Proposed Order 


The exemptive order sought by the Applicants would be 
subject to the following conditions: 

(a) The securities to be purchased shall be: 

(1) Part ofanissue of Municipal Bonds, the 
interest on which is exempt from federal 


income tax, which is being offered to the 
public; 


(2) Purchased at not more than the public 
offering price prior to the end of the first full 
business day after the first date on which the 
issue is offered to the public; 


(3) Offered pursuant to an underwriting 
agreement under which the underwriters are 
committed to purchase all of the Municipal 
Bonds being offered, if the underwriters 
purchase any thereof; 
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(4) Acquired pursuant to an order (which 
may be conditional) placed by or for the 
account of the Fund with an underwriter not 
earlier than two days after the first public 
announcement of the offering and prior to 
the first date on which the issue is offered to 
the public; 


(5) Purchased in an unsolicited transaction 
originating with the Fund or its investment 
adviser; and 


(6) Purchased in transactions for which 
records are maintained setting forth the 
reasons for the purchase and for the sale, if 
any, of any portfolio securities related to the 
transaction, which records shail be available 
for inspection by the Commission. 


(b) The gross commission, spread or profit to the 
principal underwriters shall not exceed 2.5 percent of 
the principal amount of the issue. 


(c) On the date of purchase the issue shal! have 
received an investment grade rating, including 
conditional or provisional ratings, from Standard & 
Poor’s Corporation or Moody’s Investors Service, Inc.; 
provided, however, if the issuer of the securities to be 
purchased, or the entity supplying the revenues from 
which the issue is to be paid, shall have been in 
continuous operation for less than three years, 
including the operations of any predecessor, then on 
the date of purchase the issue shall have received a 
rating of “A” or better from Standard & Poor’s 
Corporation or Moody’s Investors Service, Inc. 


(d) The principal amount of Municipal Bonds to be 
purchased by the Fund or by the Fund and any other 
investment companies having the same investment 
adviser, shall not exceed 3 percent of the principal 
amount of the issue being underwritten or $500,000 in 
principal amount, whichever is greater, but in no event 
greater than 10% of the principal amount of the issue. 


(e) 


The consideration to be paid by the Fund in 
purchasing the Municipal Bonds being offered shall not 
exceed 3 percent of the total assets of the Fund; 


provided, that if such consideration shall exceed 
$1,000,000, it shall not exceed 1 percent of the Fund’s 
total assets. 


(f) The exemptive order shall not be construed to 
permit transactions which would otherwise be 
prohibited by Section 17 of the Act, and the Fund agrees 
that the exemptive order will not be applicable to a 
transaction otherwise prohibited by Section 10(f) of the 
Act unless the Fund does not purchase Municipal 
Bonds being offered directly or indirectly (including 
purchases from syndicate managers designated as 
group sales or otherwise allocated to the account of any 
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person designated in clause (i), (ii) or (iii)), from (i) the 
Adviser or any affiliated person thereof; (ii) an officer, 
director, member of an advisory board, investment 
adviser or employee of the Fund; or (iii) a person of 
which any such officer, director, member of an advisory 
board, investment adviser or employee is an affiliated 
person; the Fund having represented that it will keep its 
non-interested directo’s completely informed, and fuily 
aware, of the available alternatives with respect to 
recapture of the costs of portfolio transactions and 
having undertaken to take such steps as may be 
necessary to seek to implement any such recapture, 
including the filing of applications for exemptions 
under the Act, if the non-interested directors should 
determine that recapture is in the best interests of the 
Fund or if otherwise required by developments in the 
law. 


(g) The purchase of the securities being offered shall 
have been authorized or approved by aresolution of the 
board of directors of the Fund, or of a committee 
composed of at least three members of such board ( at 
least a majority of which must be non-interested 
persons of the Fund), which resolution shall state that 
in the judgment of the board or committee, the purchase 
of securities proposed will meet all the requirements of 
paragraphs (a) through (f) above and which 
authorization or approval shall have been supported by 
the vote (at a meeting or by written consent given 
without a meeting) of not less than a majority 
(consisting of at least three persons) of the members of 
the board of directors or of the committee who were not 
interested persons of the Fund. 


(h) The Fund shail set forth all transactions conducted 
pursuant to the exemptive order in its quarterly reports 
filed with the Commission on Form N1Q. In addition, 
information as to such transactions shall be contained 
in the notes to the Fund’s published financial 
statements. 


(i) The officers and directors of the Fund and its 
investment adviser assume the burden of establishing 
that each transaction made pursuant to the exemptive 
order is consistent with the purpose of such order which 
is to assure that the selection of the Fund’s portfolio 
securities is in the interest of the Fund’s security 
holders rather than in the interest of its affiliated 
persons or in the interest of underwriters, brokers or 
dealers. 


The Applicants state that, as set forth in Investment 
Company Act Release No. 2797 (December 2, 1958), the 
conditions to the exemption from Section 10(f) 
contained in Rule 10f-3 are designed to permit 
purchases without an exemptive order where the 
circumstances are such as to make it unlikely that the 
purchase will be inconsistent with the protection of 
investors. The Applicants contend that the exemption 
sought from the prohibitions of Section 10(f) is 





consistent with the protection of investors. The 
Applicants further contend that the terms of the 
exemption sought in the application attempt to incorpo- 
rate the substantive provisions of Rule 10f-3 into a 
framework taking into account the realities of 
Municipal Bond underwritings so as to permit effective 
use of the exemption and at the same time make it 
unlikely that a purchase thereunder will be inconsistent 
with the protection of investors. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than October 2, 1978, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as to 
the nature of his interest, the reason for such request, 
and the issues, if any, of fact or law proposed to be 
controverted, or he may request that he be notified if the 
Commission shall order a hearing thereon. Any such 
communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicants at the addresses 
stated above. Proof of such service (by affidavit or, in 
the case of an attorney-at-law, by certificate) shall be 
filed contemporaneously with the request. As provided 
by Rule 0-5 of the Rules and Regulation promulgated 
under the Act, an order disposing of the application will 
be issued as of course following said date unless the 
Commission thereafter orders a hearing upon request or 
upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing is 
ordered, will receive any notices and order issued in this 
matter, including the date of the hearing (if ordered) and 
any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10392/September 7, 1978 


In the Matter of 


BROAD STREET INVESTING CORPORATION 
One Bankers Trust Plaza 
New York, New York 10006 


(812-4334) 


NOTICE OF FILING OF AN APPLICATION PURSUANT 
TO SECTION 6(c) OF THE ACT FOR AN ORDER 
EXEMPTING A PROPOSED EXCHANGE OF ‘SHARES 
FROM THE PROVISIONS OF SECTIONS 22(c) and 22(d) 
OF THE ACT, AND RULE 22c-1 THEREUNDER. 


NOTICE IS HEREBY GIVEN that Broad Street Investing 


Corporation (“Broad Street”), registered under the 
Investment Company Act of 1940 (Act”) as an open-end , 
diversified management investment company, filed an 
application on July 18, 1978, and an amendment thereto 
on August 18, 1978, requesting an order of the 
Commission pursuant to Section 6(c) of the Act 
exempting from the provisions of Section 22(c) of the 
Act and Rule 22c-1 thereunder, and Section 22(d) of the 
Act the proposed exchange of Broad Street shares at net 
asset value without a sales charge and at a price other 
than the price next determined after receipt of a 
purchase order, for substantially all of the assets of 
Hunter Investment Corporation (“Hunter”), which, 
Applicant asserts, is an investment company exempt 
from registration under the Act by reason of Section 
3(c)(1) thereof. All interested persons are referred to the 
application on fii2 with the Commission for a statement 
of the representations contained therein, which are 
summarized below. 


Broad Street is a Maryland corporation, and on August 
14, 1978, had net assets totalling $331,234,797. 
Applicant represents that Hunter is a corporation 
organized and existing under the laws of Massachusetts 
and that its stock is held of record and beneficially by 
five persons. 


Applicant further represents that no affiliation exists 
between Hunter or its officers, directors or stockholders 
and Broad Street and its officers or directors. 


Applicant states that Broad Street and Hunter have 
entered into an Agreement and Plan of Reorganization 
(the Plan”) which provides that substantially all of the 
cash and securities owned by Hunter will be transferred 
to Broad Street in exchange for shares of its capital 
stock. Pursuant to the Plan, Broad Street shares having 
an aggregate net asset value equal to the value of the 
Hunter assets to be acquired shall be issued in 
exchange therefor. The number of shares of Applicant to 
be issued to Hunter on the Exchange Date is to be 
determined by dividing the aggregate market value of 
the assets of Hunter io be transferred to Applicant by 
the net asset value per share of Broad Street. 
Determination of the aggregate market value of the 
assets of Hunter will be subject to an adjustment 
designed to compensate for any increase in the 
potential taxes of Applicant that may result from any 
excess in the proportion of the net asset value of the 
assets acquired from Hunter represented by realized 
and unrealized appreciation over the proportion of the 
net asset value of Applicant represented by realized and 
unrealized appreciation. The Valuation Date for 
purposes of determining the net asset value per share of 
Broad Street and the market value of the assets of 
Hunter to be acquired by Broad Street will be the close 
of the New York Stock Exchange on the business day 
next preceding the exchange date. If the Valuation Date 
under the Plan had occurred on August 14, 1978, Hunter 
would have received 420,569 shares of Broad Street’s 


SEC DOCKET/1045 





capital stock, having a net asset value of $11.65 per 
share, in exchange for substantially all the assets of 
Hunter having an aggregate value as of that date of 
approximately $4,899,619, and Broad Street would not 
have recognized any capital loss carry-forward as a 
result of the transaction. Broad Street presently intends 
to sell approximately 36% of the assets to be acquired 
from Hunter within a relatively short period following 
their acquisition. As of August 14, 1978, the market 
value of such assets was approximately $1,742,812. 


The Plan also provides for the retention by Hunter of an 
amount equivalent to less than 10% of its net assets to 
pay its liabilities, costs of liquidation and dividends to 
its stockholders equal to its “undisturbed personal 
holding company” income as defined in Section 545 of 
the Internal Revenue Code of 1954. Hunter has advised 
Applicant, however, that the Plan calls for the Exchange 
of 100% of its assets for Applicant’s shares, and that 
within a twelve month period immediately following the 
Exchange Date, Hunter intends to transfer to Broad 
Street any balance of the assets retained by Hunter. 
Broad Street shall thereupon issue and deliver to Hunter 
additional Broad Street shares at the net asset value per 
share next computed after receipt of such assets. 


Applicant states that, when received by Hunter, the 
shares of Broad Street are to be distributed to Hunter’s 
shareholders in complete liquidation of Hunter, in 
proportion to their respective stock ownership in 
Hunter. Applicant has been informed by management of 
Hunter that the shareholders of Hunter have no present 
intention of redeeming or otherwise transferring any of 
the Broad Street shares so distributed. Applicant 
believes that expenses and other costs related to the 
distribution of an equivalent number of its shares in the 
ordinary course of business substantially exceed the 
expenses which Applicant may incur in connection wih 
the proposed transaction. 


It is a condition to the obligations of Hunter and Broad 
Street under the Plan that, prior to the exchange of 
Hunter’s assets for Broad Street shares, Broad Street 
and Hunter shall have received an opinion of counsel to 
the effect that the Plan, the acquisition of Hunter’s 
assets by Broad Street, the receipt of Broad Street 
shares in exchange therefor and the distribution of such 
Broad Street shares to Hunter shareholders, will not 
result in taxable gains either to Broad Street, Hunter, or 
to any of their respective shareholders. 


Section 22(c) of the Act and Rule 22c-1 thereunder taken 
together provide, in pertinent part, that a registered 
investment company may not issue its redeemable 
securities except at a price based on the current net 
asset value of such security which is next computed as 
of the close of trading on the New York Stock Exchange 
next following receipt of an order to purchase such 
security. 
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Section 22(d) of the Act provides, in pertinent part, that 
a registered investment company may sell redeemable 
securities issued by such company only at the current 
public offering price described in the prospectus. The, 
current public offering price of the shares of Broad . 
Street as described in its prospectus is net value plus a 
sales charge. 


Without an exemption from Sections 22(c) and 22(d) of 
the Act and Rule 22c-1 thereunder, Applicant submits 
that it would be prohibited from (a) exchanging its 
shares at net asset value without a sales charge for 
substantiall all of the assets of Hunter, and (b) effecting 
the proposed exchange transaction on the Exchange 
Date based on the market value of the assets of Hunter 
to be transferred and net asset value per share of Broad 
Street, both determined as of the valuation time which is 
the close of business on the business day next 
preceding the Exchange Date. It is currently expected 
that the Valuation Date will be September 29, 1978; the 
Exchange Date is expected to be October 2, 1978. 
Because the Exchange Date is expected to be October 2, 
1978. Because the Exchange Date and the Valuation 
Date will be fixed in advance, and in view of the short 
time span involved, Applicant argues that the possible 
abuses at which Rule 22c-1 is directed will not exist. 
Applicant also argues that consummating the 
proposed transaction in the manner described above 
will allow both Broad Street and Hunter adequate time 
to complete the necessary preparations for closing the 
transaction. 


Section 6(c) of the Act provides, in pertinent part, that 
the Commission, by order upon application, may 
conditionally or unconditionally exempt any person or 
transaction from any provision under the Act or of any 
rule or regulation thereunder, if and to the extent that 
such exemption is necessary or appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of the Act. 


Applicant represents that it considers the proposed 
exchange of shares to be at a fair price, arrived at by 
arms-length bargaining, and believes that granting of 
the requested exemption from the provisions of Section 
22(c), Rule 22c-1 thereunder and Section 22(d) of the Act 
is appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Applicant states that the proposed acquisition will be 
beneficial to the shareholders of Broad Street because 
those expenses of Broad Street which do not rise 
proportionately with an increase in portfolio size will as 
a result of the proposed transaction be spread over a 
larger number of shares. In addition, Applicant states 
that, even after offsetting brokerage commissions and 
approximate principal transaction costs involved in 
disposition of securities which Broad Street does not 





expect to retain for any significant period after 
consummation of the proposed transaction, the transfer 
of portfolio securities to be retained pursuant to the 
proposed transaction will cause Broad Street less 
expense than the purchase of securities of the same 
issuers in the open market. Further, Applicants state 
that the proposed exchange will enable Broad Street to 
acquire at one time additional securities for its existing 
portfolio without affecting the market in such 
securities. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than September 28, 1978, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the application accompanied by a statement 
as to the nature of his interest, the reasons for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be notified 
if the Commission shall order a hearing thereon. Any 
such communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon the Applicant at the address 
stated above. Proof of such service (by affidavit, or in 
case of an attorney-at-law by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
herein will be issued as of course following said date 
unless the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. 


Persons who request a hearing, or advice as to whether a 
hearing is ordered, will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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LITIGATION 





Litigation Reiease No. 8520/September 7, 1978 
S.E.C. v. FIDELITY SECURITIES, INC., ET AL. 
(W.D. Tenn. Civil Action No. 78-2410) 


Jule B. Greene, Administrator of the Atlanta Regional 
Office of the Securities and Exchange Commission, 
announced that on August 15, 1978, the Honorable 
Harry W. Wellford, United States District Court Judge 
for the Western District of Tennessee, at Memphis, on 
complaint of the Commission, entered an order 
permanently enjoining Fidelity Securities, Inc. 
(“Fidelity”), a Memphis-based registered broker-dealer, 
William Melvin Tidwell, of Memphis, its Treasurer and 
Chairman of the Board and a controlling shareholder, 
and Paul Carlton Mills, of Olive Branch, Mississippi, its 
President and a controlling shareholder, from further 
violations of the anti-fraud provisions of the Securities 
Act of 1933 (“Securities Act”) and the Securities 
Exchange Act of 1934 (“Exchange Act’) and the net 
capital provisions of the Exchange Act. 


The Court also appointed a receiver for Fidelity and 
ordered that an accounting be made under the 
supervision of the receiver to ascertain all assets and 
liabilities, together with all funds received and paid out 
at the date of such accounting. The order further 
enjoined Fidelity, Tidwell and Millis from seiling, 
assigning, pledging, transferring or otherwise 
disposing of any assets or property belonging to 
Fidelity. 


The Commission’s complaint charged that Fidelity 
violated and Tidwell and Mills aided and abetted 
violation of Section 15(c)(3) of the Exchange Act and 
Rule 15c3-1 thereunder in that Fidelity transacted 
business as a broker-dealer when it did not have and did 
not maintain a minimum net capital of $25,000 and its 
aggregate indebtedness exceeded 1500 per centum of 
its net capital. 


The complaint further charged violations of Section 
17(a) of the Securities Act, Section 10(b) of the 
Exchange Act and Rule 10b-5 thereunder in that 
Fidelity, tidwell and Mills induced others to effect 
transactions from and through Fidelity by the 
representation that it was ready and able to meet all 
liabilities in connection therewith, when, in fact, the 
liabilities of Fidelity exceeded its assets and it was 
unable to meet its liabilities. The complaint also 
charged that Fidelity, Tidwell and Mills offered 
securities to customers at prices not reasonably related 
to the current market price for such securities and in 
connection therewith, charged excessive mark-ups to 
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customers ranging from 5% to in excess of 45% over 
current market price. 


The defendants consented to the permanent injunction, 
the appointment of the receiver and the other ancillary 
relief without admitting or denying the allegations in the 
Commission’s complaint. 





Litigation Release No. 8521/September 7, 1978 


SEC v. CAL-AM CORPORATION, ET AL. 
(C.D. Cal., Civil Action No. 77-4586) 


Gerald E. Boltz, Regional Administrator of the Los 
Angeles Regional Office of the Securities and Exchange 
Commission announced that on August 21, 1978, U.S. 
District Judge A. Andrew Hauk of the Central District of 
California in Los Angeles granted a final judgment 
against Go Publishing Inc., permanently enjoining it 
from further violations of the reporting requirements of 
the federal securities laws. Go Publishing maintains its 
principal place of business in Los Angeles, California. 
The corporation was further ordered to file within 60 
days all annual reports on Form 10-K which are 
delinquent. The Court found that the corporation had 
failed to file timely periodic reports with the 
Commission and has filed no reports since May 1975. 


The Court’s decision resulted from a motion for partial 
summary judgment filed by the Commission in SEC v. 
CAL AM CORP., ET AL. The latter action, filed in 
December 1977 charged defendent Go Publishing along 
with Cal Am Corp. and numerous other individual and 
corporate defendants with violations of the anti-fraud 
and reporting provisions of the federal securities laws. 
The charges against Go Publishing under the anti-fraud 
provisions remain pending and were not the subject of 
the Commission’s motion for partial summary 
judgment. For further information, see Litigation 
Release No. 8216. 





Litigation Release No. 8522/September 7, 1978 


SEC v. LINDSEY-HOLMAN CO., INC. AND BERNARD 
T. LINDSEY 


(M.D. GA. Civil Action No. 78-84-Mac.) 


Jule B. Greene, Administrator of the Atlanta Regional 
Office of the Securities and Exchange Commission, 
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announced that on August 16, 1978, the Honorable 
Wilbur D. Owens, Jr., United States Judge for the 
Middle District of Georgia, at Macon, entered a final 
judgment of permanent injunction against Lindsey- 
Holman Co., Inc., (“LHC”), a proposed Georgia 
corporation and Bernard T. Lindsey (“Lindsey”), 
president of LHC, enjoining them from further 
violations of the registration and anti-fraud provisions 
of the Investment Advisers Act of 1940 (“Advisers Act”). 
The order was entered on the Commission’s motion for 
summary judgment. 


The Court found that defendants had offered to manage 
securities portfolios of others, for compensation, that 
managing securities portfolios constitutes rendering 
advice within the meaning of the Advisers Act, and that 
defendants have never been registered with the 
Commission as an investment adviser. In light of said 
findings it was held that defendants were engaged in 
business as an investment adviser in violation of 
Section 203 of the Advisers Act. 


The Court also heid that defendants violated Sections 
206(1) and 206(4) of the Advisers Act and Rule 206(4)-1 
thereunder after finding that defendants caused 
fraudulent and deceptive statements, concerning the 
following, to appear in newspaper advertisements and 
in a brochure mailed to prospective clients: LHC’s 
corporate existence; prospects for realizing immediate 
and substantial profits; staff and facilities; and actual 
experience with investment theories to be used. 


The complaint was filed on March 17, 1978. For further 
information see Litigation Release No. 8348 (March 29, 
1978). 





Litigation Release No. 8523/September 7, 1978 


SEC v. RONALD D. GOLLEHON ET AL. 
(USDC COLORADO, Civil Action No. 77-M-140) 


Robert H. Davenport, Administrator of the Denver 
Regional Office of the Securities and Exchange 
Commission announced that on August 22, 1978, the 
Honorable Richard P. Matsch, Judge, United States 
District Court of the District of Colorado, permanently 
enjoined Ronald D. Gollehon and Ronald O. Nestor, 
both of Denver, Colorado, from further violations of the 
registration and antifraud provisions of the Securities 
Act of 1933, as amended. In addition, the Court 
permanently enjoined Echo Heights Associates, a 
partnership formed under the laws of the State of 
Colorado, from further violations of the registration 
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requirements of the Securities Act. It had been alleged 
that the above mentioned statutory provisions had been 
violated by the defendants in the offer and sale of 
limited partnership interests of Echo Heights 
Associates, Inc., and in the offer and sale of interests in 
other entities formed to purchase real estate located in 
Colorado. Each of the defendants consented to the 
entry of the injunction without admitting or denying the 
allegations of the complaint. 


For further details see Litigation Release No.’s 7784 and 
8092. 





Litigation Release No. 8524/September 7, 1978 


UNITED STATES v. ALLAN JOEL (A.J.) GREENBAUM 
(Dist. of Kans/Wichita Div.) 


Michael J. Stewart, Administrator of the Fort Worth 
Regional Office of the Securities and Exchange 
Commission, and James P. Buchele, United States 
Attorney for the District of Kansas, Wichita Division, 
today jointly announed the return of an indictment on 
August 22, 1978, against Allan Joel (A.J.) Greenbaum of 
Wichita, Kansas, by a federal grand jury at Wichita, 
Kansas, on mail fraud charges. The indictment resulted 
from a joint investigation conducted by the Federal 
Bureau of Investigation, Wichita, Kansas, and the 
Securities and Exchange Commission. 


In the indictment, A.J. Greenbaum, dba U.S. 
Hydrocarbon Co., Wichita, Kansas, was charged with 
twenty counts of mail fraud in connection with an 
offering of fractional undivided interests in oil and gas 
leases in Pratt and Sumner Counties, Kansas. The 
indictment alleged that Greenbaum, in effecting such 
sales, made fraudulent misrepresentations which 
included claims that Greenbaum had been exceptionally 
successful in the past in like endeavors, that the 
geophysics of the leases offered were exceptional, that 
high production wells had been completed nearby, and 
that the risks faced by the investors were negligible. 
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